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E.ON: Summary of Financials

Profit & loss statement
€ million, year-end 31 December

Valuation ratios
X

FY06A FYOTE FYOSE FY09E FY10E  Unadjusted FY06A  FYOTE FYOBE FY09E FY10E
Sales 67,759 60,229 70,315 82,854 89,444 PJE (recument) 17.2x 14.7x 19.3x% 10.0x 95x
Gross Operating Profit 11,353 12,182 14,813 16,558 17,354 PIE (reported) 14 9x 115x 113x 10.0x 9.5x
Depreciation & Amortisation {3,203) (3,174) (3,766) (3.972) (4,73)  Price to book value 1.6x 1.5x 1.8x 1.2% 1.1x
Operating Profit 8,150 9,007 14,046 12,586 13,181  EV/EBITDA 9.3x 8.9x 8.2x 7 4x 72
Non-operafing income {1,936} 1,355 0 0 0 EV/EBIT 13.0x 12.0x 11.0x 97x 94x
Finance costs - net (1,081)  (1,029)  (1,340)  (1,777)  (1,895)  FCF yield {pre divs, post mins) % -3.1% 44%  -220% -1.0% -04%
Profit before tax 5133 9,341 9,706 10,808 11,286  Dividend yield % 2.8% 3.8% 5.0% 55% 6.3%
Income tax 323 (2.316)  (2.815)  (3.243)  {3,386)
Minority interests (526) (669) (726) (764} (784)  Per share
Discontinued items 127 0 ] 0 0 €
Group net profit 5,057 6,356 6,166 6,802 7,116 FYO6A FYOTE FYO0BE FY09E FY10E
Recurrent EPS 665 7178 1041 1146 1199
Cashflow statement Reported EPS 7.67 988 10.11 1146 1199
€ million, year-end 31 December Reported DPS 335 4.39 571 6.30 719
FY06A FYO7E FYO0BE FYOSE FY10E  Adjusted Free Cash Flow {3.50} (5.08)  (25.06) {1.13) (0.41)
Funds from operations 8,455 8,505 12,206 13,625 13,449
Working Capital {1,.261) ™41 (1,345) {1,529) (792)  Performance, leverage and return ratios
Cash from operations 7,494 9,247 10,861 12,097 12,657 %
Capex & acquisitions (1,207} (7490) (21.109) (11,680} (11,801} FYOSA FYO7E FYDSE FY09E FY10E
Other investing cash flows (3,294) 0 0 0 0 Gross operaling margin 16.8% 202% 211% 20.0% 19.4%
Cash from investing {4,501) (7.490)  {21,109) (11,680} (11,801)  Operating margin 12.0% 15.0% 15.7% 15.2% 14.7%
Dividends (4,856} (2,503) (3,065) (3.718) (4,074)  Operating profit growth y-0-y 11% 10.5% 22.6% 139% 47%
Cash from financing {5,849) (1,463) 9,975 282 (1,074)  Recurrent income growth y-0-y 20.5% 14.0% 23.3% 10.3% 4.6%
Free cash flow before dividends 2,480 (2,511)  (14,542) 65 495 Reported Rok 10.6% 136% 12 8% 12.5% 11.8%
Free cash flow, adjusted (2,306)  (3,267) {15,289) {673) (244)  RoCE (EBIT) 1.7% 18.4% 14.5% 14.6% 13.8%
Net debt/ (equity+tmincrities) % 05% 9.3% 41.0% 418% 428%
Baiance sheet Net debt / EBITDA % 3% 35% 149% 153% 165%
€ million, year-end 31 December EBITDA/ net interest 8.4x 8.2x 7.5x% 6.8x 67x
FY0BA FYOTE FYOSE FY03E FY10E  Reported netincome / dividends 2.3x 2.3x 1.8x 1.8x 1.7x%
Fixed assels 96,344 100,681 118,194 126073 133,873
Current assets 30,888 28,950 30,807 34,172 35356  Market valuation
Total assets 127232 125,630 149,002 160,245 169,228  Emillion
Total debt 13,399 18,217 365,247 38,217 42,217 FY06A FYOTE FYOBE FY0SE FY10E
Tolal equity 52,878 51612 53,860 60,721 66,841 Share price {year-end / current) 1141 1141 1141 1141 1141
Other fiabilities 60,955 59,801 59,924 60,307 60,171 Number of shares (milfion) 658 6§43 610 594 594
Total fiabilities 127,232 129,630 149,002 160,245 169,229  Market capitalisation 75,235 73317 69,612 67.729 67,729
Net debt 268 4,792 22,085 25,366 28,585  EV adjustment 30,710 34,866 51,561 54,230 56,768
Capital employed 53,146 56,404 75,925 85,088 95,426  Enferprise value 105945 108244 121174 121,958 124,497

Source: Company data, JP Morgan estimates
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Profit & lass statement
€ miflion, year-end 31 December

Valuation ratios
X

JPMorgan €

FYDBA FYO7E FYOBE FYO9E FY10E  Unadjusted FYOBA FYOTE FY08E FYO9E FY10E
Sales 67,759 60,229 70,315 82,854 89,444 P/E (recurrent) 17.7x 15.1x 11.7x 10.3x 9.8x
Gross Operating Profit 11,353 12,182 14,813 16,558 17,354  PIE (reported) 154x 11.8x 11.7% 10.3x g8x
Depreciation & Amortisation (3,203) (3,174) (3,766) (3,972) (4.173)  Price to book value 1.6x 1.6x 1.5x 1.3x 1.2x
Operating Profit 8,150 9,007 11,046 12,586 13181 EV/EBITDA §.5x 9.1x 8.3x 7.5x 7.3x
Non-operating income (1,936) 1,356 0 0 0 EV/EBIT 13.3x 12.3x 11.2x 9.9x 9.6x
Finance costs - net (1,081) (1021 (1,340)  (1.777)  (1,895)  FCF yield {pre divs, post ming) % -3.0% -4.3% -21.3% -1.0% 03%
Profit before tax 5,133 9,341 9,706 10,809 11,286 Dividend yield % 2.8% 3.7% 4.8% 54% 6.1%
Income tax 323 (2.316)  (2815)  (3.243)  (3,386)
Minority interests (526) (669) (726) (764) (784)  Per share
Discontinued items 127 0 0 0 0 €
Group net profit 5,057 6,356 6,166 6,802 7,116 FYO6A  FYOTE FYO08E FYQ9E FY10E
Recurrent EPS 6.65 778 10.11 11.46 1199
Cashflow statement Reported EPS 767 9.88 1014 11486 11.99
€ million, year-end 31 December Reported DPS 335 439 57 630 719
FYOBA FYOTE FYOBE FYO9E FY10E  Adjusted Free Cash Flow (3.50) (5.06)  (25.06) {1.13) (041)
Funds from operations 8455 8,505 12,206 13,625 13,449
Working Capital {1,261) 741 (1,345) {1.529) (792)  Performance, leverage and return ratios
Cash from operations 7,194 9,247 10,861 12,087 12,657 %
Capex & acquisitions (1,207)  (7.490) (21,109) (41,680) {11,801) FY06A FYOTE FYOBE FYO9E FY10E
Other investing cash flows {3,294) 0 0 0 0 Gross operating margin 16.8% 202% 211% 20.0% 19.4%
Cash from investing (4,501)  (7,490) (21,109) (11,680) (11,801)  Operating margin 12.0% 15.0% 15.7% 15.2% 14.7%
Dividends (4.856)  (2503)  (3,085)  (3.718)  (4,074) Operating profit growth y-0-y 11.1% 105% 22 6% 13.9% 4.7%
Cash from financing (5,849) (1,463) 9,975 282 (1,074)  Recurrent income growth y-0-y 20.5% 14.0% 23.3% 10.3% 4.6%
Free cash flow before dividends 2480 (2511 (14,542) 65 495  Reported RoE 10.6% 136% 12.8% 125% 11.8%
Free cash flow, adjusted (2,306)  (3,257)  (15,289) (673) {244)  RoCE (EBIT) 11.7% 18.4% 14.5% 14.6% 13.8%
Net debt / (equity+minorities) % 0.5% 93% 410% 418% 42.8%
Balance sheet Net debt/ EBITDA % 3% 35% 149% 153% 165%
€ million, year-end 31 December EBITDA/ net interest 8.4x B2x 7.5x 6.8x 8.7x
FY0BA FYO7E FYQ8E FYQSE FY10E  Reported net income / dividends 2.3x 2.3x 1.8x 1.8x 1.7x
Fixed assels 96344 100,681 118,194 126,073 133873
Curment assets 30,888 28,950 30,807 34,172 35356  Market valuation
Total assets 127,232 129,630 149,002 160,245 169,229 € million
Total debt 13,399 18,217 35,217 39,217 42217 FY0GA FYOTE FYOSE FYO9E FY10E
Total equity 52,878 51,612 53,860 60,721 66,841  Share price {year-end / current) 1178 1178 1178 178 178
Other liabilities 60,955 59,801 59,024 60,307 60,171 Number of shares (million) 659 643 610 594 594
Total liabilities 127,232 129630 149,002 160,245 169,223  Market capitalisation 77874 78.757 71,869 69,926 69,926
Net debt 268 4,792 22,065 25,366 28585  EV adjustment 30,710 34,866 51,561 54,230 56,768
Capital employed 53,146 56,404 75,925 86,088 95426  Enterprise value 108,384 110,623 123431 124,156 126,693

Source: Company data, JP Morgan estimates
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Change of recommendation

Strategy shift

Following detailed discussions with the company on its new
financial strategy we have upgraded our rating to Buy from Hold.
E.ON looks inexpensive on our revised numbers, trading at a 26%
and 21% sector discount on 2009F PE and EV/EBITDA,

Key forecasts

FYOS5A FYO6A FYO?F  FYDSF  FYO9F

Revenue {€m) $1600 64091 64067 68308 69836
EBITOA (€m) 10194 11789 12518 13639 156184
Reported net profit {€m) 4301 4682 5355 5572 64514
Normalised net profit (€m) 4301 4682 5355 $572 64514
Normalised EPS (€} 6.52 710 8.4Ba 9234 10.7s
Dividend per share (€) 2.75 3.35 3,99 4.74a  5.644
Dividend yield (%) 2.24 273 3.25 3.87 4.60
Normalised PE (x) 18.8 17.3 145 133 115
EV/EBITDA (x) 10.4 7.82 6.95 6.88 6.35
EV/invested capital {x) 1.35 1.20 1.12 1.07 1.03
ROLC - WALC (%) 0.22 1.75 2.10 2.67 2.47

Accaunting Standard: IFRS

year to Duc, tully diluted
Source: Company data, ABN AMRO forecasts

What has changed

We Increase our price target on E.ON from €120 to €151 and upgrade our
recommendation from Hold to Buy. The main positive factors behind this increase
are: 1) higher assumed long-term German electricity prices (€64/MWh vs €52/MWh),
accounting for a €19.8/share-higher valuation. We have also increased our fong-term
electricity price forecasts In the UK (up €7.4/share), the Nordic region (up
€3.0/share) and Italy (up €2.9/share); 2) €500m of efficiency measures we assume
until 2010, worth €8.1/share; 3) lower provisions (€5.6/share), In line with updated
guldance; and 4) other factors resulting in 2 €5.4/share valuation increase. A higher
WACC (-€13.1/share) and a stricter carbon regime with 2ero free allocations from
2013F onwards are the main negative factors.

New financial strategy

We see the new financlal strategy that E.ON outlined on 31 May as a turning point for
the company. In our view, E.ON's new targets clearly address the issue of the
inefficient balance sheet, provide a roadmap for increased value return to
shareholders and lay out a strategy for increasing operating profitability. We belleve
there are three developments the market needs to focus on: 1) E.ON's guidance of
optimal gearing and a clear plan for how to achieve it through a combination of share
buybacks, organic investment, a higher dividend and small- to medium-size
acquisitions (our model reflects €7bn of share buybacks until 2008F and annual DPS
growth of 19% untit 2010F, in line with E.ON's guidance); 2} E.ON's EBIT target of
€12 .4bn for 2010 (our forecasts reflect €500m of efficiency measures and company
guldance); and 3) E.ON's commitment to manage its asset portfolio more actively.

E.ON {ooks inexpensive vs sector on multipies

We belleve E.ON fooks inexpensive, trading at a 26% discount to the sector on 2009F
PE and at a 21% discount on 2008F EV/EBITDA. At our target price, E.ON would offer
an average 2007-2020F equity free cash flow yield of 7.5% (30bp less than our
assumed cost of equity).

Important disclosures and analyst certifications regarding

companies can be found in the Disclosures Appendix.
Priced at close of bustness & July 2007. Use of a ¥ indicates that the line Jtem has changed by at least 5%.
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The Basics

Key assumptions

We see a flat real long-term efectricity price of €64/MWh in Germany from 2011F,
which, in our view, represents the new entrant level, We expect the nuclear law to be
abandoned in Germany and a 40-year asset life to be used for nuclear piants. In our
mode! we include a real 4% cut in German network tariffs in 2008F, We assume a
0.75% increase in network tariffs per annum between 2009F and 2015F, and a 1.5%
rise from 2016F. Our model includes €500m of efficiency measuras until 2010F, in
fine with E.ON's guidance. We forecast EBIT margins in electricity and gas supply will
experience a gradual change, from 1% in 2008 to 5% in 2020. Our model includes
E.ON's planned acquisition of French, Italian and Spanish assets from Enel. We
assume this acquisition is completed at 2H08 for €11bn. Our model also includes

€9, 2bn of organic growth investment relating to generation projects and €7bn of
share buybacks until 2008. We assume a full recavery of the UK generation market in

Versus consensus

EpS ABN

(adjusted) AMRO Cons % diff
2007F 848 784 8%
2008F 9.23 868 6%
2009F 10.68 9,70  10%
Source: Bloomberg, ABN AMRO forecasts

2010, with clean spark spreads of £11.0/MWh. In the Nordic unit, we see wholesal
electricity prices increasing from €42.0/MWh in 2007F to €57.2/MWh in 2020F,

How we differ from consensus

The key areas where we differ from consensus are the €500m of assumed efficiency
measures, which account for a €8.1/share uplift; the increase in German supply
margins (€5.9/share); the higher realised German (€4.9/share) and UK (€1.0/share)
wholesale electricity prices; and the impact of E.ON's increased organic Investrnent
programme (€4.4/share). A stricter carbon regime results in a -€2.1/share difference.

Valuation and target price

Qur valuation for E.ON is based on a sum-of-the-parts methodology, We have
modelled ail of E.ON's German and UK generation plants until the end of their asset
life with no terminal value. This Includes the decommissioning of all nuclear power
plants. We value the other parts of E.ON's business using rate-of-change analysis,
This applles changes in prices, costs, etc. to a base-line year instead of using full
bottom-up analysis. We see our €151 target price as reasonable on the basis that one
should assume a perpetual cash flow decline of 2,1% pa after 2020 to arrive at
today's share price (a 0.3% perpetual Increase at our target price).

Catalysts for share price performance

Given the fact that we are 8%, 6% and 10% above consensus on 2007F, 2008F and
2009F EPS we see all results announcements related to FY07 as catalysts for E.ON,
as they should provide further clarity on 2007 and 2008 performance. Any news flow
relating to E.ON's €36bn of growth investment over 2007-10F should alsc be an
important driver, particularly In the case of small- to medium-size acquisitions.

Risks to central scenario

Every €1/MWh deviation from our €64/MWh real long-term electricity price forecast
has a €1.6/share impact on our target price. f the nuclear law is not abandoned in
Germany, we estimate it will have a €12.6 negative impact on our target price. If
E.ON‘s efficiency targets are not reached, our valuation would be reduced by €8.1/
share. In case the uplift in German residential EBIT margins does not materialise, our
valuation would be reduced by €5.9/share. A regulation of German gas transmission,
with a 15% real cut in 2008F, would negatively affect our price target by €4.2/share,

?ABN"AMRO £.on

Key events

Date Event
15-Aug-07 1HO7 results
20-Sep-07 Cupitat markets day

{Eastern Eurape)

13-Nov-07 9MO7 results
06-Mar-08 FY07 results
Sourca: Company
Farced ranking*
Upside/
Rec. Downside
British Energy Buy 47%
RWE Buy 34%
E.ON Buy 23%
Snam Rete Gas  Hold 6%
EDF Buy 5%
Centrica Hold 0%
IPR Buy 18
Enel Hold -5%
Drax Hold ~11%
SSE Hold ~16%

* Gy difference to targel price as at time
of publicanion. Recommendations may lie
outsida the structure outlined in the
disclosure page.

Source: ABN AMRO farecasts
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Key assumptions and sensitivities

Our key sensitivities for E.ON relate to the German operations {around 62%
of EV). These assumptions are related to the long~term realised wholesale

electricity price and network tariffs In Germany.

Table 1 : E.ON - Key assumptions and sensitivities

Variable Qur 2 Flex Valuation impact (C)
Corntral Europe
Achleved whotesale electricity price, 2007F-10F {€/MWh) 47.0-58.5 10 0.3
Achieved wholesale electricity price, 2011F-20F (€/MWh) 64.0-75.9 1.0 1.6
Carbon allocation NAP I, 2008F-12F 60% 10% (23
Carbon allocation from 2013F 0% 1% 01
German nuclear asset tife extensions Yes No -12.6
Networle tariff reduction (real), 20087 «4 D% -1.0% -1.0
Increase in electricity and gas network tariffs, 2009F-15F 0.75% 1% 6.1
Increase in electricity and gas network tariffs from 2016F 15% 1% 3.1
Recovery In supply margins Yes No -5.9
Electricity and gas supply EBIT margins, 2008F-20F 1.0-5.0% 1% 11
EBIT CAGR Central Europe East, 2006A-20F 32% 1% Q.7
WACC Central Europe generation 6 3% +10bp -0.7
WACC Central Europe German electricity/gas distributlon/transmission/supply 6.1% +10bp -06
WACC Central Europe East 6 3% +19bp -0.1
Pan European Gas
Gas transmission {n Germany regulated from 2008F (15% real tarlff cut in 2008F) No Yes -4.2
Growth in midstream gas volumes transported, 2006A-20F 0 50% 1% 3.3
Upstream gas price, oil-price linked from 2005F US§45/bbl ol US$1/bbl oil 0.1
EBIT CAGR downstream shareholdings, 2006A-20F 0% 1% o8
WACC Pan European Gas 6.3% +10bp -0.8
UK
Allowed (vanilta) return for future price controls 5.5% 20bp 01
Implied clean spark spread (£/MWh) from 2010 11.0 1.0 06
Implied ciean dark spread {(E/MWh} from 2010 9.9 1.0 05
Average £81T margin Powergen residentlal supply, 2007F-20F 5.9% 1% 09
Average EBIT margln Powergen business supply, 2007F-20F 4.7% 1% 0.6
Carbon aflocation NAP LI, 2008F-12F 61% 5% 0.1
Carbon alfocation from 2013F 0% 1% (R
WACC UK regulated business 6.3% +20bp -0.1
WACC UK generation/supply 7.0% +20bp -0.7
Nordic
Whaolesale electricity price, 2007F-20F 42.0-57.2 1.0 0.8
Tariff increase regulated activities, 2006A-20F 2.00% 1% 0.8
WACC Nordic reguiated business 6.2% +30bp 01
WACC Nordic unregquiated business 6.3% +10bp -0.3
US Midwaest
Disposal proceeds {€hn) 48 0.2 03
France/Italy /Spain
Purchase Enel/Endesa assets Yes Ne -2.0
Purchase £V (€bn) 110 02 ¢3
EBIT CAGR, 2008F-20F 1.5% 1% 10
WACC France/Italy/Spain 6.3% +20bp -0.3
Source: Company data, ABN AMRO forecasts

1¢ Juiy 2007 3

FABNAMRO E.08



KEY ASSUMPTIONS AND SENSITIVITIES

Table 2 : £.0N ~ key assumptions and sensitivities {cont)

Varlable Qur assumption Flex Val impact (€)
Group
Change in long-term oll price assumption underlying modet US$45/b1 US$1/bbt 16
Realisation efficiency programms Yes No 8.1
Realisation Increased Investment programime Yes No -4.4
Average exchange rate £/€, 2007F-20F 067 2% 0.3
Average exchange rate US$/C, 2007F-20F 135 1% a3
Average exchange rate SKr/€, 2007F-20F B8.16 2% a.3
Cost of carban emission {€/tonne) from 2008 (real) 25 +1 02
WACC 6.3% +10bp ~2.6
Source: Company data. ABN AMRO forecasts
Table 3 : €E.0N ~ sum-~of-the-parts valuation*
Division Value (Cm) Pershare  Proportion of value  Comparator Mgasure
Centrai Europe - peneration 39,373 59.7 32% 1,300 €KW
Central Europe - DFT/S 14,833 228 12% 7.6% NOPAT {20F) / £V
Central Europe - gas 4,999 7.6 4% 6.0% NOPAT (20F) / EV
Central Europe - east 3,542 54 3% 8.3% NOPAT (20F) / EV
Central Europe - other/consolidation 757 11 1%
Central Europe market unit 63,504 96.3 52% 5.3x 2008F EBITDA
Pan Europ gas upstream/d ream 15,466 234 13% 7.8x 2008F EBITDA
fan European gas downstream shareholdings 5,938 9.0 5% 7.3% 2008F EBITDA
Pan Europ gas other/c lidati (16) 0.0 0%
Pan European gas market unit 21,388 32.4 18% 7.8x% 2008F EBITDA
UK - regulated business 4,099 6.2 3% 121% 2007F RAB
UK -~ residential supply 3,026 4.6 2% 264 £/customner
UK « business supply 1,425 2.2 1% 6.6% NOPAT (20F) / £V
UK - generation 5,958 80 5% 502 €/kwW
UK - other/cansolidation {1,106) ~17 ~1%
UK market unit 13,399 20.3 1% 7.4x QBF EBITDA
Nordlc - regulated business 2,551 3.9 2% 7 4% NOPAT (20F) / EV
Nordic - unregulated business 8,534 129 7% 8.2x 2008F EBITDA
Nordic - other consolidation {221} -0.3 0%
Nordic market unit 10,863 16.5 9% 7.8x 2008F EBITDA
Us Midwest market unit 4,882 7.4 4% 8.0x 2008F EBITDA
Caorporate center {4,218) -6.4 3%
France/Xtaly/Spain 11,529 17.5 10% 7.9x 2008F EBITDA (adjusted)
Yotal EV 121,347 183.9 100% 8.4x 2008F EBITDA
Net debt (440) 07 o% 1Q07 net debt including
£YQ6 dividend
Deht related to France, Italy and Spain (10,197} -15.% -8% Discounted acquisition EV
1Q07 other equity
Other equity investments 1,584 2.4 1% .
investments
Current market value of
Gazprom stake 11,330 18.1 10%
Gazprom
1Q07 £V relevant provisions
Provisions (17.515) -26.5 -14%
Minorities {7,068} -10.7 6% 13.0x FYO7 minarity interest
Equity value 99,641 151.0 B82%
Number of shares 659.8
Equity value (€ per share) 151.0

*Vatustion as at 1 Aprit 2007.
Source: ABN AMRO forecasts

ﬁ ABN-AMRO E-ON
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VALUATION OATA

Sum of the parts/valuation metrics

In this section we provide a breakdown of our sum-of-the-parts valuation
for E.ON. We also examing in more detail the various valuation metrics (PE,
FCF-yield, EV/EBYTDA, etc.) that underlie our €151 target price.

Sum of the parts

The foliowing table shows our surm-of-the-parts analysis for E.ON. To value the
company we use a combination of rate-of-change analysls and a valuation of the
generation assets In Germany and the UK until the end of their asset life, Inciuding
decommissioning.

Table 7 : E.ON - sum-~of-the-parts valuation *

Division Value {€m) Per share Proportion of value Comparatasr Maasure
Central Europe ~ generation 39,373 59.7 328 1,300 €/kw
Central Europe - DIT/S 14,833 225 12% 76% NOPAT (20F) / EV
Central Europe - gas 4,999 786 4% & 0% NOPAT (20F) / EV
Central Europe - east 3,542 5.4 3% 8.3% NOPAT (20F) / EV
Central Europe - other/consalidation 757 1.1 1%
Central Europe market unit 63,504 96.3 52% 8.3x% 2008F EBITDA
Pan Eurppean gas upstream/downstream 15,466 23.4 13% 7.9% 2008F EBITOA
Pan Eurapean gas downstream shareholdings 5,938 9.0 5% 7.3x 2008F EBITDA
Pan P gas other/t {16) 0.0 0%
Pan European gas market unit 21,388 32.4 18% 7.8x 2008F EBITDA
UK - regulated business 4,099 6.2 3% 121% 2007F RAB
UK - residential supply 3,026 4.6 2% 264 £/customer
UK - business supply 1,425 2.2 1% 6 6% NOPAT (20F) / EV
UK - generation 5,955 9.0 5% 502 €W
UK - other/eonsalidation {1,106} -1.7 ~1%
UK market unit 13,399 20.3 11% 7.4x 2008F EBITOA
Nordlc ~ regulated business 2,551 3.8 2% 7 4% NQOPAY (20F) / EV
Nordic ~ unregulated business 8,534 12.9 %k 8.2x 2008F EBITDA
Nordic - other tonsolidation {221) -0.3 Q%
Nordic market unit 10,863 16.% 9% 7.8x 200BF EBITDA
US Midwest market unit 4,882 7.4 4% 9.0x 2008F EBITDA
Carporate Center {4,2:8) -6.4 3%
France/Italy/Spain 11,529 17.5 10% 7.9% 2008F EBITDA (adjusted)
Total EV 121,347 183.9 100% §.4x 2008F EBITDA
1Q07 net debt including FY06 dividend
Nel debt {440) 0.7 0%
Debt related to France, Italy and Spaln {10,197) -15.5 8% Discounted acquisition EV
Other equity investments 1,584 2.4 1% 1Q07 other equity investments
Gazprom stake 11,930 18.1 10% Current market value of Gazprom
Provislons {17,515) -26.5 -14% 1Q07 £V retevant provisions
Minorities {7,068} ~10.7 ~6% 13.0x FYD? minority Interest
Equity value 99,641 151.0 82%
Number of shares 659.8
Equity value (€ per share) 151.0
*Vatvation as at 3 Apri! 2067,

Source: ABN AMRD forgcasts

There are a number of reasons why our price target exceeds the consensus target
price of €132 for E.ON. The main reasons for the difference are our assumptions that

v ABN-AMRO E-ON
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VALUATION DATA

E.ON will achieve of €500m [n efficiency measures untii 2010 and that German supply
margins will increase. Other positive factors are the valuation uplift we see from
higher assumed long-term electricity prices in Germany and the UK, and the impact
of E.ON's organic investment programme over 2007-10F. We believe our carbon
assumptions for E.ON are among the most rigorous In the market, with a2 €25/tonne
long-term CQ; price and 0% free allocations from 2013F. Hence, we assign a

€2.1/share higher negative valuation impact than consensus for E.ON,

Chart 3 : Comparison between ABN AMRO and sell-side consensus target price for E.ON

Consensus Efficlency
E QN price  programme

arger

Righer
German
electricity
prices

Increased thghes UK
Investment  electrcity
programme prices

Stricter
casbon
regime

Other

ABN AMROD
€ ON grice
target

Source: Bioomberg consensus, ABN AMRO forecasts

Valuation metrics

At its current share price, E.ON looks inexpensive on our PE, dividend yield and
EV/EBITDA forecasts compared with the sector on Bioomberg cansensus estimates.
This supports the 23% potential upside that we see, Based on our forecasts, E.ON is
trading at a premium to RWE, This supports our view that at current prices RWE

offers more upside potential (+34%) to our €106 price target than E.ON.

Table 8 : E.ON - vatuation metrics vs sector and RWE

2007F 2008F 2009F
E.ON (€122 61)
PE {x} 14.5 13.3 11.5
Dividend yield 3 3% 3.9% 46%
EV/EBITDA (x) 70 6.9 64
RWE (€£79.06)
PE (x) 127 11.3 9.7
Dividend yleld 5.5% 6.1% 6.8%
EV/EBITDA {x) 7.3 6.6 6.1
Sector
PE (X) 181 16,4 15.6
Dividend yield 3.3% 3.5% 3.7%
EV/EBITDA (x) 8.9 8.3 80
Premium/{discount) vs sectar
PE -20% -19% -26%
Dividend yield -1% 10% 24%
EV/ERITOA ~22% ~17% -21%
Premium/(discount} vs € ON
PE 13% 18% 15%
Dividend yield 41% 37% 32%
EV/EBITDA -5% 5% 43

Source: ABN AMRO focecasts, Bloomberg for sector averages

iq ABN-AMRG

£.ON looks Inexpensive on
valuation metrics
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VALUATION DATA

The following table shows the 2008F EV/EBITDA multiples of E.ON's different
business units at our €151 target price. We belleve these multiples support our target
price.

Table 9 : £.ON - 2008F EV/EBITDA multiples at a target price of €151

EV at €151 (Cm) 2008F EBITDA (€m) 2008F EV/EBITDA (x)

Central Europe market unit 63,504 6,803 9.3
Pan European gas market unit 21,388 2,752 7.8
UK market unit 13,399 1,821 74
Nordic market unit 10,863 1,397 7.8
US Midwest market unit 4,882 %42 9.0
Corporate Center -4,218 -406 n/a
France/Italy/Spain {(adjusted) 11,529 1,461 79
Total EV 121,347 14,370 B.4

Source: ABN AMRO forecasts

Equity free cash flow yield

The following tables show our equity free cash flow calculation for E.ON. At the
current share price of €122.6, the average equity free cash flow yield over our 2007-
20 forecast period is 9.2% (range 7.4-10,3%). This compares favourably with €.0N's
assumed cost of equity of 7.8%. At our €151 target price, E.ON’'s average equity free
cash flow yield over the same period would be 7.5%.

Table 10 : Equity free cash flow yield at current €122.6 share price - 9,2% average yield

Q7F -

O7F QBF  OSF 10F 11F 12F 13F 14F 15F 16F 17F 18F ASF X0FI0F avg
Free cash flow 5461 2,711 3,482 4,323 5544 6773 6,248 647% 5571 6571 6693 6840 6,974 7,116
Cash flow from operaticns. 11,026 9,770 11,3176 11,829 12,388 13,1316 12,284 12,656 12,803 33,043 13,305 13,596 13,878 14,170
Capex - 5,565 - 7,059 -7,694 -7,506 -6B644 6344 -6,035 -6177 -6,322 -6471 -6612 - 6,756 - 6904 - 7055

Free cash flow vield (equity) 68% 34% 43% 5§3% 69% B4% 77% 80% B1% BI% B3% 85% B86% 88% 72%
Free cash flow (maintenance) 7,666 6018 2,058 2,514 7856 8,342 7,278 7452 7486 7426 7475 7,548 7,606 7,671

Free cash flow yleld (malntenance} 95% 74% BJ7%  93% 9.7% 103% 90% 92% 93% 92% 9I% 93% 94% 95% 92%
Source: ABN AMRO forecasts

Table 11 : Equity free cash flow yield at a target price of €151 ~ 7,5% average yiald

G7F -
€m DIF OBF  Q9F 10F 11F 13F 13F  34F  1SF 16F  17F 1BF  19F  20F J0F avg
Free cash fiow 5461 2,711 3,482 4,323 5,544 6,773 €,24B 6479 6571 6,571 6,693 6840 6,974 7,116
Cash fiow from operations 13,026 9,770 11,176 11,829 12,3B8 13,1156 12,284 12,656 12,893 13,043 13,305 13,556 13,878 14,170
Capex - 5,565 - 7,059 - 7,694 - 7,506 - 6,644 - 6,344 - 6,035 - 6,177 - 6,322 - 6,471 - 6,612 - 6,756 - 6,804 - 7,055
Free cash fiow yleld (equity} 55% 2.7% 35% 4.3% 56% 68% 63% 65% 66% 66% 67% 69% 7.0% 71% 50%
Free cash fiow (maintenance) 7,666 6,019 7,058 7,514 7,856 B.342 7,279 7,452 7,486 7,426 7,475 7,54B 7,606 7,671

Free cash flow yield [maintenance)  7.7% 6.0% 7.1% 7.5% 7.9% 8.4% 2.3% 72.5% 7.5% 7.5% 75% 7.6% 78% 7.7% 7.5%
Source: ABN AMRQ lorecasts
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Germany EON

Electricity Utilities

21 September 2007 - Cap. Markets Day

Closing Price (20 09 07) EUR126.7 Wild Wild East

Target price +5.8% EUR134

Market capitalisation EUR 79872 m > At E.ON's CEE Capital Markets Day, mgmt addressed the

DAX 7735.09 areas it targets for expansion. In particular these are a)
Romanian distribution, b) privatizations in Poland and c)

Tosin2 (EUR) 2006 2007€  2008F 20098 privatizations in the Adriatic and Western Balkan region.

Sales (m) 67759.0 67755.4 77780.0 79523.0

| Netatt, profit, rest. (m)  5057.0 5696.1 5549.6 5880.7 > The focus is io build up generation capacity to hedge its

" Free Cash Flow (m} 4379.0 1808.3 (7845.8) (591.5) | own distribution. E.ON currently has installed capacity of 350

| EBITDA margin (%) 18 175 182 189 MW, while its long-term goal to cover 50% of own demand
Clean EPS 767 873 899 974 with in-house generation implies around 4,000 MW. Mgmt

| Reported EPS 767 873 89 974 M .

EE 3 14s 941130 falso sees growth opportunities in the build up of gas
Attrib. FGF yield (%) 55 20 NS NS infrastructure (storage and LNG) and power and gas
EV/EBITDA (x) 7.3 8.2 7.8 7.6 downstream.
igggw ] :?2 ::g :?z 1?2 > We applaud E.ON’s attempts to expand early in CEE.' Given
ROE (%) 12 125 122 121 strong demand growth for both power and gas, we think the
P/BV (x) 15 18 17 16 planned capex here will be money well/profitably spent,
Net debt/EBITDA (x) 0.6 1.0 1.8 1.9 improving the geographic diversification of E.ON’s business

| Net dividend 335 475 625 575 portfolio and making it less dependent on German politics.

| Yield (%) 3.3 a7 41 45 |

‘ - ' »  We also believe the stock's downside is limited by its high
Next event: Q3-07 results on 13 November dividend yield. Assuming a payout ratio of -58% (guided

} B B : range: 50-60%), E.ON's vield is currently 4.1%, which will
1320 serves to protect the shares in a general equity market

downturn.

1126 4
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» Finally, CEO Bernotat mentioned the EU Commission’s

proposal regarding NAP 1l for 100% auctioning from 2013
‘ for all industries (not just utilities) will probably be revealed on
5 December 07. However, he expects strong resistance
from several governments incl. Germany and doubts full
auctioning can be achieved before 2020 and then only in

720

520

320 Lot S « pee .
0104 100 0802 0703 0504 0305 01086 1406 0907

e Price - PricelDAX steps, which would be positive given the cash savings.
52-week range EUR90.9-EUR127.45
Free Float EUR 68204 m .
| No. of shares, adjusted 630.4 m J Sebastian KAUFFMANN
| Daily volume EURS50.4 m | Research Analyst
] Reuters/Bloomberg EONG.DE/EOA GR skauffmann@cheuvreux.com
] (49) 69 478 97 524
; 1 month 3 months 12 months
Absolute perf. 6.6% 45% 26.2%
| Relative perf. 2.1% 9.3% -2.8%

|
Shareholders : Free float 89.2%, E.ON 4.7%, Allianz 3.6%,
| State of Bavaria 2.5%

!

|

= - e www.cheuvreux.com
Disclosures are available on www.cheuvreux.com — I

€52 CHEUVREUX



CHEUVREUX GERMANY

Sales & ROCE
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SRl Issues

— With its hard coal and lignite power plants, E.ON
is a major emitter of carbon dioxide and other
greenhouse gases

\,/ The company is engaged in the development of
carbon-reducing generation techniques and is
working to improve the efficiency of its power

plants

- E.ON plans to reduce the emissions of its power
plants by 10% by 2012
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Peer group comparison

Performance (%) Avg. 2008 Ratios (x)

Peers Rating Mkt. cap. im i2m EPS Grth P/E P/CF EV/ EV/ Yield P/B ROE Gearing

(EUR bn) 04-08, % EBITDA EBITA (%) (x) (%) (%)
E.ON 2 79.87 +6.6 +26.2 +8.0 141 6.1 7.8 10.3 4.1 17 122 46.7
Endesa 3 42.38 +0.8 +37.7 +25.9 16.6 7.7 8.8 12.2 45 39 223 109.6
Enel 2 48.65 +7.0 +9.9 +9.1 129 65 8.2 115 6.2 29 213 241.7
Fortum 3 21.46 +5.6 +19.1 -0.4 18.3 13.9 12.1 15.6 356 28 154 421
iberdrola 3 46.40 +1.9 +24.2 +19.0 16,1 9.0 9.6 13.6 36 24 145 120.9
RWE 2 48.23 +6.8 +19.9 +17.2 121 75 6.7 8.6 49 34 274 -51.3
Suez 2 50.07 +6.2 +14.1 +24.1 144 83 8.3 10.6 36 25 173 53.3
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CHEUVREUX

|— VALUATION

Due to inflated
European peer
multiples...

...we apply
discounts to peer
muitiples

E.ON

GERMANY

SOP indicates fair value of EUR134

We value E.ON using our DCF model for the European power generation unit (WACC
of 6.5% and g = 1.5%), and peer group multiples for the remaining businesses. With
regards 1o the multiple-based part of our valuation, we apply a 10% discount to the
current peer multiples as we think European valuations are currently inflated relative to
historical standards, due in particular to M&A speculation.

European utility valuations high by historical standards

9.5
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n /M N/\vA_
4
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7.0 1

EV/EBITDA (x) 1y fwd

6.5 -

6.0 - . : - :
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¥

=== £ U Sector average = Historical average since 2001

Source: JCF, Cheuvreux

The above chart shows the rolling one-year forward EV/EBITDA multiple for the period
2001-07. The grey horizontal line represents the average of recent years. As the chart
shows, current valuations are close to their historical high, which is why we apply a
10% discount to arrive at a more sustainable multiple. Additionally, for Central Europe
we apply an additional 10% discount (20% in all) to reflect the uncertainties of German
politics and regulation.

The following table shows the details of our sum-of-the-parts valuation and how we
arrive at our share price target of EUR134. Our main assumptions are:

a) A gradual decrease in the wholesale base load price to EUR48 per MWh from
2010 in line with...

b) An oil price of USD50 per barrel as forecasted by the Cheuvreux oil price team
¢) CO2 costs of EUR20 per tonne

d) We still expect a continuation of the current (2008-12) CO:; allocation scheme




CHEUVREUX GERMANY

SOP.indicates price target of EUR134 per share

Division {(EURm) pershare EBITDAOBE EV/EBITDA (x)} Comment*
Central Europe 42 289 70.1 6 351 6.7
. Power generation 19 639 32.5 3269 6.0 DCF (WACC=6.5%)
. Transmission + Supply 22 650 37.5 3 082 7.3 EBITDA multiple plus 10% regulation discount
Pan-European Gas 23 935 39.7 2 869 8.3 EBITDA multiple
United Kingdom 16 521 274 1999 8.3 EBITDA multiple
Nordic 10 558 17.5 1277 8.3 EBITDA muitiple
U.S. Midwest 4 860 8.1 588 8.3 EBITDA multiple
Endesa activities 11 858 19.86 1435 8.3 EBITDA multiple
Holding (2 993) (5.0 (395) 7.6 Average E.ON group multiple
Enterprise value 107 028 177.3 14123 7.6
Plus: financial assets 16 202 26.8 Book values 2006R
. Gazprom stake 11 900 19.7
. Financial receivables 2811 4.7
. Other financial assets 1491 25
Minus: share buy-back {7 000) (11.6)
Plus: net financial cash (debt) (7 863) (13.0) Book values 2008E
. Interest-bearing debt (22 229) (36.8)
. Cash and cash-equivalents 7 423 12.3
. Long-term securities 6944 1.5
Less: provisions (19 523) (32.3) Book values 2008E
. Pension provisions (4 105) (6.8)
. Nuclear provisions (13 646) (22.6)
. Mining provisions (1772) 2.9)
Net value 88 844 147.2
Less: MV of minorities (7 887) (13.1) 10.0x 2008E minority interest
As % of net value 8.9%
Target market capitalization 80 957
Number of shares 659.6 Excluding treasury shares
Less: share buy-backs (66.0) Average share price of EUR125
Share price target (EUR) 134.12
*All multiples already include a general 10% discount. Source: E.ON, Cheuvreux estimates

Still inexpensive vs. peers

A glance at the peer group shows that E.ON is one of Europe's least expensive utility
stocks based on EV/EBITDA, EV/EBIT, P/E and P/CF (all on a 2008 basis). lts average
discount equates to around 17%, but the dividend yield is 6% above its peers.

E.ON 4
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E.ON's low risk
profile...

...is already taken
into account to a
large extent

E.ON

E.ON still inexpensive vs. the sector

41 39

EV/EBITDADBE  EV/EBITOBE P/EOBE Net ROE P/CFOBE YieldO8E

B E.ON B EU sector average {ex Germany)

Source: Cheuvreux estimates

On the following page we provide a more detailed table, which also reveals that with
the exception of P/BV and P/CF, E.ON is more expensive than RWE. On the other
hand, E.ON has a lower risk profile, due to its betier geographic diversification, better
diversification between electricity and gas, and lower exposure to CO: issues.

Note, however, that E.ON's lower risk profile is already reflected in its high P/BV ratio
as compared to its rather low ROE. Today, E.ON's net ROE, i.e. ROE of 12.2% divided
by P/BV of 1.7x, equates to just 7.2%. Assuming a risk-free rate of 4.7%, a market risk
premium of 3.5% and a beta of 0.8, the group's cost of equity would stand at 7.5%.
This is above the company's 7.2% net ROE, which we believe is depressed by the
6.4% stake in Gazprom, which hardly produces returns, but which we fully include in
our valuation, and the market partly. By contrast, RWE's net return on equity is
currently 8.3% (ROE of 27.4% divided by its P/BV of 3.3x).

In sum we believe that the comparison with the European peers reveals that the stock
is indeed not expensive; however, upside beyond 10% from current levels should be
limited.
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CHEUVREUX GERMANY

Divisional forecasts

In the following table we summarise our expectations for E.ON's divisional operating
results for the years 2007-09E and show how we derive our net income estimate.

Income Statement 2005 ~ 09E

(EURm) 2005R 2006R 2007E 2008E 2009E
Revenue 56 141 67 759 67 755 77 780 79 523
% change y-0-y 20.1% 20.7% 0.0% 14.8% 2.2%
EBITDA 10 194 11 353 11 828 14 123 15 020
% change y-0-y 4.7% 11.4% 4.2% 19.4% 6.3%
EBITDA margin 18.2% 16.8% 17.5% 18.2% 18.9%
o/w Central Europe 5284 5484 5908 6 351 6798
o/w Pan-European Gas 1939 2839 2732 2 869 2983
o/w United Kingdom 1550 1790 1859 1999 2139
o/w Nordic 1115 992 1145 1277 1388
o/w U.S. Midwest 560 590 578 588 587
o/w Endesa assets 0 0 0 1435 1519
o/w Other (254) (342) (395) (395) (395)
Depreciation (2 901) (3 203) {3 018) {3417) (3 520)
Adjusted EBIT 7293 8150 8 810 10 706 11 500
% change y-0-y 7.5% 11.8% 8.1% 21.5% 7.4%
EBIT margin 13.0% 12.0% 13.0% 13.8% 14.5%
o/w Central Europe 3930 4168 4572 4975 5381
o/w Pan-European Gas 1536 2106 2226 2348 2 447
o/w United Kingdom 963 1229 1281 1403 1526
o/w Nordic 766 619 761 882 980
o/w U.S. Midwest 365 391 379 383 376
o/w Endesa assets 0 0 0 1126 1201
o/w Other (267) (363) (410) @11) 411)
Non-operating result 886 (1 936) 730 0 0
Net financial expenses (1027) {1 081) {1 128} (1 963} {2 230)
Profit before taxes 7152 5133 8412 8743 9270
Income taxes (2 261) 323 (2 167) {2 404) (2 549)
As % of PBT 31.6% -6.3% 25.8% 27.5% 27.5%
Discontinued operations 3052 127 0 0 V]
Minority interests (536) (526) (548) (789) (840)
Net income 7 407 5057 5 696 5 550 5881
per share 11.24 7.67 8.73 9.00 9.74

Source: E.ON, Cheuvreux estimates

Consensus quite realistic

No significant Comparing our forecasts with the Bloomberg consensus reveals only marginal

difference in EPS... differences in terms of net income and EPS for 2008-09E. Note that a 2007 EPS
comparison is not very meaningful due to the different treatment of non-operating
items such as the mark-to-market valuation of gas derivatives.
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...but the market is
underestimating the
payout ratio

E.ON

Cheuvreux vs. consensus

2007E 2008E 2009E
Revenue (Cheuvreux) 67 755 77780 79 523
Consensus 67 318 71924 75708
Cheuvreux vs. consensus 0.6% 8.1% 5.0%
EBITDA 11 828 14123 15 020
Consensus 11952 13 388 14 289
Cheuvreux vs. consensus -1.0% 5.5% 51%
Adjusted EBIT 8 810 10 706 11 500
Consensus 8735 9 753 10 367
Cheuvreux vs. consensus 0.8% 9.8% 10.9%
Net income 5 696 5 550 5 881
Consensus 5 347 5605 5901
Cheuvreux vs. consensus 6.5% -1.0% -0.3%
EPS 8.73 9.00 9.74
Consensus 7.87 8.82 9.50
Cheuvreux vs. consensus 10.9% 2.0% 2.6%
Dividend 4.75 5.25 5.75
Consensus 3.96 4.59 5.11
Cheuvreux vs. consensus 19.9% 14.3% 12.6%

Source: Bloomberg, Cheuvreux estimates

With regards to sales, EBITDA and EBIT, however, we observe for all three years a
considerable deviation, which, however, we attribute largely to the fact that analysts
differ in their treatment of the Endesa assets. We fully include those assets in our
aperating profit forecasts.

The only significant difference in our view is the assumed payout ratio. Whereas we
think the company will pay out at the upper end of the 50-60% range, the market's
expectations are more towards the lower end of this range. As a result, our dividend
expectations are some 13-20% above consensus.




CHEUVREUX

Electricity demand growth...

GERMANY

WILD WILD EAST

E.ON's presentation at its Capital Markets Day (on 20 September 07) focused on the
company's current market position in Central and Eastern Europe (CEE), the
tremendous growth rates offered by this region, and where the company targets
further expansion in the future.

E.ON'’s rationale to be active in CEE can be summarized by the following three points:
—  Opportunities to expand in a region with fast-growing energy demand
—  Need for investments given the high maturity of the electricity and gas markets

—  Future realization of synergies due to the further integration of the CEE energy
markets

The following tables show E.ON's power demand CAGR forecasts for the years 2005-
15E for various regions in Europe, as well as beginning (2005) and ending (2015)
demand levels for each region.

...is highest in CEE

Region CAGR Demand Demand
2005-15 2005 (TWh) 2015 (TWh) CEE | 3.4%
CEE 3.4% 386 539 Iberian Peninsula | 3.0%
Iberian Peninsula 3.0% 290 390 Italy 2.3%
italy 2.3% 302 379 7
UK, Ireland 1.7% 376 445 UK, Ireland
Central Europe 1.3% 1249 1421 Central Europe B
Nordic 1.1% 362 404 -
Nordic
0% 1% 2% 3% 4%

Gas demand growth...

Source: E.ON, Cheuvreux Source: E.ON, Cheuvreux

...is also among the highest in CEE

Region CAGR Demand Demand ) .
2005-15 2005 (TWh) 2015 (TWh) Iberian Peninsula
Iberian Peninsula 52% 373 619 CEE
CEE 41% 852 1273 Nordic
Nordic 3.5% 170 240
Central Europe 1.4% 2 391 2748 Central Europe
Italy 1.3% 804 915 ltaly |
UK, ireland 0.6% 1209 1284
UK, Ireland
T -y g | - ]
0% 1% 2% 3% 4% 5% 6%

E.ON

Source: E.ON, Cheuvreux Source: E.ON, Cheuvreux
In terms of power and gas, the table and chart shows CEE with the highest or second
highest growth prospects in Europe with forecasted 3.4% p.a. growth in power and
4.1% p.a. growth in gas. Although the size of this still far below western Europe for
instance, the differences will narrow over time.

In the past few years E.ON has already built up significant market share virtually
throughout the entire region as the table below shows.




CHEUVREUX GERMANY

Considerable market share in virtually all regions

Region Power market  E.ON market Gas market E.ON market

{TWh) share (TWh) share
Czech Republic 59 21% 97 22%
Slovakia 26 15% 62 25%
Hungary 35 43% 150 32%
Baltics 23 3% 59 28%
Romania 44 8% 180 23%
Bulgaria 27 19% N/A 0%

Source: E.ON, Cheuvreux

Despite already considerable market shares, the table also shows that E.ON still has
room for improvement, which in many cases, however, is limited by the fact that

further privatizations are still pending. Compared o other major European players,

E.ON is always among the top players.

Retail power sales in CEE (TWh)

Retail gas sales in CEE (TWh)

CEZ

E.ON

RWE

Vattenfall

N — J—

0 10 30 40

E.ON

RWE

GdF

ENI

100

50 0

150

E.ON

Source: E.ON, Cheuvreux

E.ON has a leading position in gas purchases (bcm)...

Source: E.ON, Cheuvreux

Other, 14.5

E.ON, 19.9

Bulgargaz, 3

GdF, 5

PGNIG, 10 RWE, 12

Source: E.ON, Cheuvreux
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Build up generation
capacity to hedge
distribution

Dedicated capex of
EURG6.3bn

E.ON

...the highest gas storage capacity in CEE (bcm)...

Other, 4.3

E.ON, 6.1

Gazprom, 0.9 \
PGNIG, 1.6

RWE, 2.3 Romgaz, 2.5

Source: E.ON, Cheuvreux

...and is a major player.in gas transit {bcm)

Europolgaz, 30

Other, 58.3

RWE, 27

GdF, 18 Transgaz, 24

E.ON, 19.3

Source: E.ON, Cheuvreux estimates

The areas that E.ON now targets for expansion and where the company wants to profit
from further privatizations are:

—  Romanian distribution companies
—  Privatizations in Poland
— Privatizations in the Adriatic and Western Balkan region

Management’s key focus is to build up significant generation capacity to hedge its
own distribution. Currently, E.ON has an installed capacity of 350 MW, but in order to
meet customers’ demand, a capacity of some 8,100 MW would be necessary. The
company’s long-term goal is to cover approximately 50% of own demand with in-
house generation, which would equate to around 4,000 MW. lts mid-term goal {2010)
is to have in-house capacity of 1,800 MW.

Management also sees growth opportunities in the build-up of gas infrastructure, i.e.
storage as well as LNG (liquefied natural gas) and to a lesser extent in power and gas
downstream. Therefore, management has dedicated EUR6.3bn of capex for the years
2007-10. The following two tables recapitulate E.ON’s investment plan as announced
on 31 May 2007 and show how much is earmarked for CEE.

11




CHEUVREUX GERMANY

E.ON group capex plan 2007-10

Business Total capex Envisaged Pct. Comment

(EURDbnN) (EURbn)
Endesa assets 10.0 0.0 0% Closing expected H1-08
Generation ex renew. 12.0 1.5 13% 4 plants under construction
Renewables 3.0 1.3 43% Energi E2 Renovables Ibéricas
Gas upstream, storage, 10.0 3.7 37% Skarv-ldun area, gas
networks storage/networks
Neighboring markets 6.0 4.1 68% Envisaged 70% in OGK-4
Maintenance 18.0 2.2 12% 3 plants under construction
Other 1.0 0.0 0% N/A
Total 60.0 12.8 21% Investments 2007-10

Source: E.ON, Cheuvreux

CEE capex plan 2007-10

Business Total group capex o/w CEE Comment
{EURbnN)
Endesa assets 10.0 0.0 N/A
Generation ex renew. 12.0 3.8 N/A
Renewables 3.0 0.0 N/A
Gas upstream, storage, 10.0 0.3 Gas storage, networks & LNG
networks
Neighboring markets 6.0 1.2 Privatisations and buy-outs
Maintenance 18.0 1.0 Power and gas downstream
Other 1.0 0.0 N/A
Total 60.0 6.3 Investments 2007-10

Source: E.ON, Cheuvreux

In sum, we applaud the company’s attempts to expand early in this region. Given the
high demand growth in both power and gas, we think the EUR6.3bn of capex
earmarked for the CEE region, representing 11% of the total capex plan, will be money
well and profitably spent, and will improve the geographical diversification of E.ON’s
business portfolio.

High level of The company’s high degree of diversification is also a major reason why we rate the
geographic stock a 2/Outperform. Although Germany still accounts for the largest share of its
diversification generation capacity, it only represents some 35% of the total of 76 GW including

Russian OGK-4 and the Endesa assets.

E.ON 12
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Geographically diversified generation portfolio

France Others
Spain 3% 3%

Germany

ltal
Y 35%

7%

us
10%

Nordic
10%

UK
1% 14%

Russia

Source: E.ON, Cheuvreux

The company has effectively diversified away some of is vulnerability to the decisions
of German and to a lesser extent European politicians. Given the latest proposals of
the EU Commission regarding the break-up of utilities and comments from German
politicians and the Federal Antitrust Office regarding the inclusion of CO; certificates,
such diversification is certainly a plus.

Additionally, we believe the downside for the stock should be quite limited by its high
dividend yield. Assuming a payout ratio of around 58%, i.e. at the upper end of the
guided range of 50-60%, E.ON provides a 2008E dividend yield of 4.1%, which should
serve o support the share to a significant degree in the event of a general equity
market downturn.

High dividend should support the share price

2002A 2003A 2004A 2005A 2006A 2007E 2008E 2009E

Dividend (EUR per sharg) == Yield {rhs})

Source: E.ON, Cheuvreux estimates

The only risks we currently see are (a) regulatory risk (potential unfavourable regulatory
decisions) and (b) the risk represented by its strong dependence on gas supplied by
Gazprom. In particular in CEE, market participants are confronted with the leading
supply position of Gazprom. In the Baltic region and in Slovakia, for instance,
Gazprom has a market share of close to 100%. In Hungary and Romania, Gazprom’s
market share is still 66% and 35%, respectively. At E.ON, Gazprom represents 25% of
the company's gas supply, slightly less than Norway (27 %).

E.ON 13
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CHEUVREUX GERMANY

Number one importer of Russian gas, bcm per year

E.ON, 30.9

Other, 85.3

PGNP, 7.5

Source: E.ON, Cheuvreux

As a consequence, E.ON is the utility with the highest exposure to Gazprom across
Europe, which exposes it to risk arising from supply shortages. This dependency can
cut both ways, however, as it also increases the company’s negotiation leverage,
leading to slightly lower prices and more favourable supply conditions.
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‘E.ON

FY to 31/12 (Euro m) 2002 2003 2004 2005 2006 2007E 2008E 2009E
Profit & Loss Account

Sales 35,691.0 42,541.0 46,7420 56,4140 67,759.0 - 67,7554 .77,780.0 - 79,523.0
% Change 19.2% 9.9% 20.7% 20.1% 0.0% 14.8% 2.2%
Staff costs (6,465.0) {4,906.0) 4,192.0) (4.232.0) 4,573.0) (4,700.5) (4,832.3) (4,968.6)
Other costs (21,668.0) (28,177.0) (32,809.0) (41,988.0) (51,833.0)  (51,227.2) . (58,824.6) == (59,534.5)
EBITDA 7,558.0 9,458.0 9,741.0 10,194.0 11,3563.0 11,827.7 14,1231 15,019.9
% Change 25.1% 3.0% 4.7% 11.4% 4.2% 19.4% 6.3%
Depreciation (2,909.0) (3,230.0) (2,954.0) (2,901.0) (3.203.0) (3,017.9) (3,417.4) (3,520.0)
EBITA 4,649.0 6,228.0 6,787.0 7,293.0 8,150.0 8,809.8 10,705.7 11,499.9
% Change 34.0% 9.0% 7.5% 11.8% 8.1% 21.5% 7:4%
Goodwill amortisation before OF 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Goodwill amortisation {impairment test] 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non recurring operational items 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
EBIT 4,649.0 6,228.0 6,787.0 7,293.0 8,150.0 8,809.8 - 10,705.7 11,499.9
Net financial items (372.0) {1,107.0) (1,031.0) (1,027.0) (1,081.0) {1,128.3) (1,963.2) (2,230.1)
Non recurring financial items 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other exceptional items (638.0) 366.0 169.0 3,302.0 (2,863.0) (368.1) (1,311.2) (1,394.4)
Tax 662.0 (1,124.0) (1,850.0) (2.261.0) 323.0 (2,167.4) (2,404.2) (2,549.2)
Associates [contribution] (901.0) 748.0 762.0 636.0 1,054.0 1,098.1 1,311.2 1,384.4
Discontinuing activities 0.0 0.0 0.0 0.0 0.0 c.0 0.0 0.0
Goodwill amortisation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net profit [loss] before minorities 3,400.0 5,111.0 4,817.0 7,943.0 5,583.0 6,244.1 6,338.3 6,720.6
Dividend to preferred shares 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0
Minarities (623.0) (464.0) (478.0) (536.0) (526.0) (548.0) (788.7) (839.9)
Net attributable profit [loss} 2,777.0 4,647.0 4,339.0 7,407.0 5,057.0 5,696.1 5,549.6 5,880.7
Restatement [impairment test] 0.0 0.0 0.0 0.0 0.0 00 0.0 0.0
Adj. for exceptional items 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net attrib. profit [loss], restated 2,777.0 4,647.0 4,339.0 7,407.0 5,057.0 5,696,1 5,549.6 5,880.7
% Change 67.3% -6.6% 70.7% -31.7% 12.6% -2.6% 6.0%
Cash Flow Statement

Cash flow 0.0 6,326.0 6,294.0 10,776.0 9,495.0 9,260.9 12,7748 10,765.5
% Change -0.5% 71.2% -11.9% -2.5% 37.9% =15.7%
Change in WCR 0.0 3,797.0 142.0 {9,465.0) (1.412.0) 05 (1,287.0) (223.8)
Capex 0.0 (2,481.0) (3,750 .0) (1,864.0) (3,704.0) (7,453.1) . (19,333.6) . (11,133.2)
o/w Growth capex 0.0 0.0 0.0 0.0 0.0 (8,691.3) (9,934,3) (6,720.6)
Net cash flow 0.0 7,642.0 2,686.0 {553.0) 4,379.0 1,808.3 - {7,845.8) (591.5)
Financial investments 0.0 {1,120.0) 303.0 (13,906.0) 1,034.0 (880.8) (1,011.1) (1,033.8)
Net buyback of treasury shares 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Disposals 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Dividend paid 0.0 (1,141.0) (1,304.0) (1,549.0) 4.614.1) (2,209.7) (2,994.5) (3,168.4)
Capital increase 0.0 (10.0) (18.6) 0.0 (1.2) (3,500.0) {3,500.0 0.0
Other cash flow 0.0 (2,961.0) (445 4) 13,889.0 (4,507.8) 4,314.7 14,0600 4,366.4
Dec. Jinc.] in net debt 0.0 2,410.0 1,221.0 (2,118.0) (3,710.1) (467.5) {1,291.4) 427.3)
Balance Sheet

Shareholders' equity [group share] 25,653.0 29,774.0 33,560.0 44,484.0 47,845.0 48,320.6 48,1727 51,382.2
Minority interests 6,511.0 4,625.0 4,144.0 4,734.0 4,917.0 4,975.9 4,967.6 5,310.3
Pension provisions 9,163.0 7,442.0 8,589.0 8,720.0 3,885.0 3,993.3 4,105.3 4,221.0
Other provisions 25,684.0 26,886.0 25,660.0 33,669.0 36,147.0 - .36,119.1 41,463.9 42,392.0
Net debt [cash] 13,288.0 7,867.0 4,944.0 4,465.0 7,212.0 11,886.7. 24,801.3 28,075.0
Gearing [%] 413 229 13.1 9.1 13.7 22.3 48.7 51.3
Capital invested 80,199.0 76,594.0  76,897.0  95972.0 100,006.0 1 105,295.6 123,510.8 ' 132,380.5
Goodwill 14,512.0 13,955.0 14,454.0 15,363.0 15,124.0 15,407.0 15,407.0 15,407.0
Intangible assets 4,528.0 4,153.0 3,788.0 4,1250 3,748.0 3,783.0 4,161.3 4,625.7
Tangible assets 42,427.0 42,797.0 43,663.0  41,323.0 42,712.0 46,8302 62,368.0 69,616.9
Financial assets 25180 1,775.0 5,318.0 15,387.0 19,389.0 1 19,964.1: 20,624.3 21,299.3
Associates 14,4530 15,950.0 11,945.0 12,480.0 10,307.0 10,612.7 10,963.7 11,3225
Working capital requirement 1,761.0 (2,036.0) (2,171.0) 7,294.0 8,725.0 8,698.5 9,986.5 10,209.3
WCR as a % of sales 4.9 4.8) (4.6} 129 12.9 12.8 12.8 12.8
Capital employed 80,199.0 76,594.0  76,897.0  95,972.0 100,006.0 . 105,295.5 :123,510.8 132,380.7

E.ON
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E.ON

FY to 31/12 (Euro) 2002 2003 2004 2005 2006 2007E 2008E 2009E
Per Share Data (at 20/9/2007)

EPS before goodwill 4.26 7.11 6.61 11.24 7.67 8.73 8.99 9.74
% Change 66.8% -7.0% 70.0% -31.8% 13.9% 3.0% 8.3%
EPS, reported 4.05 6.76 6.61 11.24 7.67 8,73 8.89 9.74
% Change 66.8% -2.3% 70.0% -31.8% 13.9% 3.0% 8.3%
Goodwill per share 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Dividend per share 1.75 2.00 2.35 7.00 3.35 4.75 5.25 5.75
Cash flow per share 0.00 9.67 9.59 16.35 14.40 14.20 20.71 17.84
% Change -0.9% 70.5% ~11.9% =1.4% 45.8% -13.8%
Book value per share 35.7 41.2 48.6 60.5 69.2 71.9 74.6 79.4
No. of shares, adjusted 685.000 688.000 659.200 659.200 659.600 630,400 603.500 603,500
Av. number of shares, adjusted 685.000 687.000 656.500 659.200 659.600 652.300 617.000 603.500
Treasury stock, adjusted 33.000 33.000 0.000 0.000 0.000 0.000 0.000 0.000
Share Price [Adjusted]

Latest price 38.45 5174 67.06 87.39 102.83 126.70 126.70 126,70
High 60.25 52.27 67.33 89.33 104.50 127.45 - -
Low 38.02 34.11 48.70 63.90 81.06 94,50 = -
Average price 52.85 43.31 57.96 73.14 93.20 111.69 = -
Market capitalisation 26,607.4 35,804.1 46,405.5 60,4735 71,158.4 79,871.7 76,463.5 76,463.5
Enterprise value 54,905.9 52,504.3 72,694.0 74,199.4 82,786.8 96,505.6 . 110,296.8 .~ 114,790.2
Valuation

P/E 9.0 7.3 10.1 78 13.4 14,5 144 13.0
P/E before goodwill 9.0 7.3 101 7.8 13.4 14.5 14.1 13.0
P/CF NS 53 7.0 53 7.1 8.9 6.1 741
Attrib. FCF yield [%6] NS 19.2 5.2 NS 55 2.0 NS NS
P/BV 1.1 1.3 1.4 1.4 1.5 1.8 1.7 1.6
Enterprise value / Op CE 0.9 0.9 1.2 1.1 1.2 1.2 1.2 1.2
Yield [%] 4.6 39 3.5 8.0 3.3 3.7 4.1 4.5
EV/EBITDA, restated 7.3 5.6 7.5 7.3 7.3 8.2 7.8 7.6
EV/EBITA, restated 11.8 8.4 10.7 10.2 10.2 11.0 10.3 10.0
EV/Sales 1.54 1.23 1.56 1.32 12 1.4 1.4 1.4
EV/Debt-adjusted cash flow NS 6.7 9.5 6.0 7.0 8.7 6.9 8.2
Financial Ratios

Interest cover NS 85 9.4 9.9 10.5 10.5 7.2 6.7
Net debt/Cash flow NS 1.2 0.8 0.4 0.8 1.3 1.9 2.7
EBITDA margin [96] 212 222 208 18.1 16.8 17.6 18.2 18.9
EBITA margin [%)] 13.0 14.6 14.5 12.9 12.0 13.0 13.8 14.5
Net margin %] 9.5 12.0 10.3 141 8.2 9.2 8.1 8.5
Capital tum [Sales/ Op. CE} 0.6 0.7 0.8 08 10 0.9 0.8 0.8
Gearing [%%] 41.3 22.9 134 9.1 13.7 22.3 46.7 51.3
Payout ratio [%] 432 29.6 35.6 62.3 437 54.4 58.4 58.0
Return [%]

Pre-tax RoCE 7.4 10.6 114 10.7 11.6 11.8 11.6 11.5
RoCE after tax 9.1 87 8.2 8.3 123 8.7 8.4 8.4
ROE {%]) 11.4 16.9 138 18.2 11.2 12.5 12.2 121
Return on equity, restated 11.4 169 13.8 182 11.2 12.5 12.2 121
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E.ON

Reuters; EONG.DE Bloomberg: EOA GY Exchange: GER  Ticker: EONG BUV
Price at 11 Oct 2007 (EUR) 127.70
Price Target {EUR) 145.00

Ready for more integration in | &5t
Euro pe gne 1’80000 zs

Lars Slomka, DVFA
Research Analyst

(49) 69 910 31942
lars slormka@db.com

After updating our forecasts, we raise our TP to Euro 145.
With this note we update our forecasts and raise our target price to Euro 145,
driven by higher expected power prices, fast execution of E.ON’s growth capex

program and active balance sheet management. In 2010, we expect E.ON to be 10/04 4/05 10005 4/08 ]0}06 4007
well positioned for an integrated European power/gas market due to its further e £ ON
securing gas supply, diversifying geographically, continuing with profitable growth e Doy Jones EURO STOXX (Rebased)
in generation capacity {(+50% until 2010) and focusing more on Renewables.
Perdformance (%} im 3m 12m
We expect E.ON to show 11% EBIT CAGR until 2010 Absolute 5.4 56 37.6

E.ON has successfully gained momentum after the Endesa deal ended. We expect | Dow Jones EURD

E.ON to buy around Euro 10bn worth of assets. After its strategic update with a | STOXX Price 7.0 00 154
Euro 80bn Capex program, we expect E.ON to show an 11% EBIT CAGR until
2010, with optimized financing structures due to a Euro 7bn share buyback

Markot cap EURNm) 82,292.1

showing an estimated 14.7% DPS CAGR until 2010. Shares outstanding (m] 544
. . - . P : . Free float (%) 100
E.ON delivers on its business plan; looks well positioned in Europe in 2010 Option volume (g shis T aval 559,379

E.ON continues to deliver on its business plan with the recent acquisitions in
Scandinavia (Gas in Skarv Idun), Iberia and US (Wind E2 in Spain and Airtricity in
US), and Russia (OGK-4). Together with the Endesa assets, this should allow E.ON
to increase its EBIT from Euro 8.4bn in 2006 to Euro 12.7bn in 2010. Given its
strategic positioning and recent acquisitions, we believe E.ON is a strong value
play in the current market situation. We forecast 9% EBITDA CAGR growth until
2010 with a 2008 dividend yield of 3.6%

Our SotP-derived TP is Euro 145 Sep  Mar Sep Mar Sep Mar
E.ON trades at 7.8x 0BE EV/EBITDA, an 11% discount to the sector. We continue 04 05 05 06 06 07
to assume a lifetime extension for nuclear power (Euro 9 per share) with $60/bbl Realized Vol tmplied Vol (ATM)
oil and E25 carbon. The main risks to our valuation are lower carbon, oil or gas
prices. (Please see pages 27 and 31 for further discussion of valuation and risks.) ImpliediVBlatility (@l

IBEMC zQav,t
. 2 o Eat - , . , . LYOE PA 2q 24
Year End Dec 31 2005A 2006A 2007E 2008E 2009E EDF PA 2 uu,l,
Revenue (EURm) 51,854 64,197 65,445 74,160 76,395 EONG DE |23 3% H
EBITDA (EURmM) 10,272 11,363 12,289 14,357 15,576 RWEG DE ELE
EBITA (EURm) 7.415 8,423 9,028 10,653 11,719 “Wolghtod-ava. of Index somponents
DB EPS (EUR) 5.28 6.46 7.66 9.02 9.73 Data as of 21-Sep-07
OLD DB EPS (EUR) 5.28 6.46 7.67 8.58 ERY
P/E {DB EPS] () 13.9 14.4 16.7 14.2 13.1
EV/EBITDA (x} 6.3 7.0 75 7.8 7.4
DPS (EUR) 7.00 3.35 3.98 4.60 5.06
Yield (%} 9.6 3.6 3.1 3.6 4.0

Source Deutsche Bank estimates. company data

Deutsche Bank AG/London

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from
local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.
Deutsche Bank does and seeks to do business with companies covered in its research reports. Thus, investors should
be aware that the firm may have a conflict of interest that could affect the objectivity of this report.

Investors should consider this report as only a single factor in making their investment decision.

Independent, third-party research (IR} on certain companies covered by DBSI's research is available to customers of

DBSI in the United States at no cost. Customers can access this IR at http://gm.db.com, or call 1-877-208-6300 to
request that a copy of the IR be sent to them.

DISCLOSURES AND ANALYST CERTIFICATIONS ARE LOCATED IN APPENDIX 1
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Europe
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Electric Utilities

E.ON

Reuters: EONG.DE Bloomberg: EOA GY

Price (11 Oct 07) EUR 127.70
Target price EUR 145.00
52-week Range EUR 91.73 - 129.76
Market Cap (m) EUR 82,292

UsD 117,164

Company Profile

E.ON AG generates and distributes electricity and distributes
gas and district heating to industrial, commercial and
residential customers. The company stores and distributes
gas and develops real estate. £E.ON operates in Europe and
North America
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Fiscal year end 31-Dec 2004 2005 2006 2007E 2008E 2009E
Financial Summary

DB EPS (EUR) 530 528 6.46 766 9.02 973
Reported EPS (EUR) 6.61 11.24 7.67 951 902 973
DPS (EUR) 235 7.00 335 3.98 460 5.06
BVPS (EUR) 511 675 726 743 76.4 826
Weighted average shares (m) 657 659 659 844 616 604
Average market cap (EURm) 38,069 48,199 61,415 82,292 78,695 77,088
Enterprise value (EURm) 66,694 64,447 79,859 92,685 112,135 115,058
Valuation Metrics

P/E (DB} (x) 10.9 139 144 16.7 14.2 131
P/E (Reported) (x) 88 65 121 134 142 13.1
P/BV (x} 131 1.29 1.42 172 1.87 1.55
FCF Yield (%) 84 58 50 97 nm 20
Dividend Yield (%) 41 96 36 31 386 40
EV/Sales (x) 1.5 12 12 1.4 1.5 1.5
EVIEBITDA (x) 63 63 70 75 78 74
EVIEBIT {x} 91 88 98 103 105 9.8
Income Statement (EURm)

Sales revenue 44,538 51,854 64,197 65,445 74,160 76,395
Gross profit 14,253 17,865 27,290 28,561 36,328 37,586
EBITDA 10,515 10,272 11,353 12,289 14,357 15,576
Depreciation 2,851 2,857 2,930 3,261 3,704 3,856
Amortisation 308 a2 273 0 0 0
EBIT 7,356 7,333 8,150 9,028 10,653 11,718
Net interest income(expense) -1,003 -775 -692 -731 -1.428 -2,019
Associates/affiliates 0 0 1] 0 0 0
Exceptionals/extraordinaries 578 3,930 -1,809 1,000 0 0
Other pre-tax income/(expense) -137 -252 -389 -292 ~297 -301
Profit before tax 6,794 7,208 5,133 9,005 8,928 8,399
Income tax expense 1,947 2,276 -323 2,206 2,678 2,820
Minorities 504 553 526 672 694 705
Other post-tax income/(expense) 0 0 0 0 0 0
Net profit 4,343 7,407 5,057 6,127 5,556 5,875
DB adjustments (including dilution) -B63 -3,930 -798 -1,192 0 ]
DB Net profit 3,480 3,477 4,259 4,935 5,556 5,875
Cash Flow (EURm)

Cash flow from operations 5,967 6,601 7,194 9,956 9,228 10,522
Net Capex -2,770 -3,800 -4,100 -2,000 -14,000 -8,000
Free cash flow 3,197 2,801 3,094 7,956 -4,772 1,522
Equity raised/(bought back) 0 0 0 3,500 3,500 0
Dividends paid -1,616 -1,794 -4,856 -2,573 -2,861 -3,124
Net inc/{dec) in borrowings 0 0 4] 0 0 0
Other investing/financing cash flows 874 8,752 2,893 -4,850 -11,000 -2,000
Net cash flow 2,455 9,759 1,131 -2,967 -22,134 -3,602
Change in working capital -767 -1,027 -1,291 -160 -1,090 -283
Balance Sheet (EURm)

Cash and other liquid assets 12,016 15,119 6,187 3,220 1,086 2,484
Tangible fixed assets 43,563 41,323 42,712 46,301 67,597 74,741
Goodwillfintangible assets 18,242 19,488 18,873 18,873 18,873 18,873
Associates/investments 17,263 21,686 28,302 28,302 28,302 28,302
Other assets 22,978 28,946 31,158 31,418 33,193 33,654
Total assets 114,062 126,562 127,232 128,114 149,051 158,054
Interest bearing debt 20,301 14,362 13,399 13,399 33,339 38,399
Other liabilities 56,057 62,982 61,071 61,228 62,276 62,823
Total liabilities 76,358 77,344 74,470 74,627 95,675 101,222
Shareholders' equity 33,5660 44,484 47,845 47 898 47,083 49,844
Minorities 4,144 4,734 4,917 5,689 6,283 6,988
Total shareholders' equity 37,704 49,218 52,762 53,488 53,376 56,831
Net debl 8,285 -757 7,212 10,179 32,313 35915
Key Company Metrics

Sales growth (%) 08 16.4 238 19 133 30
DB EPS growth (%) 60 -04 225 18.5 17.7 79
EBITDA Margin (%) 236 198 177 18.8 19.4 204
EBIT Margin (%) 16.5 141 12.7 138 144 153
Payout ratio (%) 356 623 437 419 51.0 520
ROE (%) 137 190 1.0 12.8 117 121
Capex/sales (%) 6.2 73 64 31 189 118
Capex/depreciation (x) 1.0 13 1.4 0.6 3.8 23
Net debt/equity (%) 220 -156 137 18.0 605 632
Net interest cover (x) 73 95 118 123 75 58

Source: Company data, Deutsche Bank estimates
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Investment thesis

Outlook

Significant increases in German forward electricity prices {currently close to record highs of
Euro 57/MWh) should boost profits at E.ON's German nuclear and coal fleet, although, due to
the lag between higher wholesale prices and higher retail prices, the full benefit of higher
prices will take until 2008/09 to feed through into numbers. E.ON quickly delivered on its
Euro 60bn Capex program (planned for up to 2010} with deals in all business areas. Recent
acquisitions include Scandinavia (Gas in Skarv [dun), Iberia and the US (Wind), and Russia
(OGK-4). We expect E.ON to increase its EBIT from Euro 8.4bn in 2006 to Euro 12.7bn in
2010. E.ON should see its generation business grow by 50% until 20710 with returns at least
1% above WACC. At the same time, the company’s strong financial discipline was evidenced
by its clear financial targets allowing for a single A rating. E.ON is actively moving towards a
healthy leverage (3x Net debt/EBITDA) which currently includes a Euro 7bn share buyback
untit H1 08. E.ON plans to revisit its whole portfolio, and given its stronger-than-anticipated
Capex in Renewables, we would expect disposals of value-eroding market units in case there
is another big acquisition.

Stable cash-flows, healthy leveraging to keep CoC low, share buyback, growth Capex, rising
power prices and a sector valuation discount should further drive E.ON's share price over the
next 12 months.

We believe that Germany is likely to see further rising power prices (higher coal & oil prices,
CO, costs, and generation shortage), and during the next Federal elections in 2009 we expect
that one of the differentiators for the political parties will be their stance on the energy policy.
Any external event (e.g. shortage in gas supply) with strong power price increases will
increase the likelihood of nuclear lifetime extension, in our view.

Valuation

We value E.ON using a sum-of-the-parts (SotP) method, with the bulk of the value coming
from E.ON Energie (especially the German generation assets) and the Ruhrgas business. We
have valued the German and European generation plants using a DCF method assuming a
long-term power price of Euro 60/MWh, with gas as the new-entrant fuel of choice. This is
based on a mid-cycle oil price forecast of $60/boe, and a long-term carbon price of Euro
25/tonne. We also assume an extension of Germany's nuclear power plants to 60 years, and
a 50% tax rate for all nuclear output going forward. We also use a DCF method to value the
UK power-generation plants, but use a higher fong-term power price of £42/MWh for the UK
and Euro 43/MWh for the Nordic region, again reflecting the thermal equivalence with oil. We
value the German network businesses (power and gas) on the basis of the assumed RAB
values using European peer companies in the UK and continental Europe as cross references.
On the basis of these assumptions, our TP for E.ON is Euro 145.

Risks

The main risks to our valuation: gas and carbon prices are lower in future than we are now
assuming and/or the European carbon-trading scheme breaks down, thereby making
conventional coal the new entrant of choice and therefore reducing our long-term power-
price forecast. The other key downside risk to our valuation and earnings estimates is the
future impact of utility regulation in Germany.

Deutsche Bank AG/London
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E.ON secures leading
position in Europe with
Growth Capex program and
Balance Sheet leveraging

E.ON delivers on its
Business plan: Renewable,
new regions, capacity
growth and share buyback

E.ON 2010 - Growth Capex, Internationalization & Renewables

E.ON started to deliver on its strategic objectives by executing Euro 24.8bn of its Euro 60bn
Capex program in the last 3 months, of which Euro 7.1bn was for acquisitions in
Renewables, gas upstream and to enter the Russian market. Value-enhancing Capex in
growth areas, healthy leveraging of the Balance Sheet with a share-buyback program, an
expected dividend increase of 14.6% CAGR until 2010, as well as a favorable power price
development should help boost E.ON's EBIT to Euro 12.7bn in 2010, according to our
estimates (Euro 300m ahead of E.ON guidance of Euro 12 4bn).

E.ON announced new long-term targets which will, in our view, further strengthen E.ON's
leading market position in the European Utilities sector. With around Euro 42bn growth
investments (to deliver over Euro 4bn in additional EBIT; around Euro 3bn in 2010) and a
healthy leveraging of the balance sheet, the company is likely to gain operating strength in
Europe and keep financing costs relatively low.

10% EBIT growth until 2010 to Euro 12 4bn

EBIT improvements driven by Euro 2 3bn growth Capex, Euro 400m cost savings and operational improvements of
Euro 1 3bn

Euro 60bn Capex of which Euro 42bn growth investments

Euro 7bn share buyback
Economic net debt/EBITDA of up to 3x adj EBITDA as cap
Dividend growth of 10-20% in 07-10 with 50-60% payout ratio

Source’ Deutsche Bank

With this note we update our forecasts, driven by a) E.ON’s current Capex program, b} the
Endesa acquisition ¢} the most recent acquisitions announced in August and September
(except OGK-4), d)} our new longer-term oil and power price assumptions (Germany Euro
60/MWh up from Euro 50/MWh previously) and e} the share-buyback program.

Operating business - creating long-term strength

We believe that E.ON was right to accelerate its Capex plans in summer 2007, given a) the
acquisitions of parts of rather than the total Endesa group, b} the increase in power prices, c)
an expected shortage in European/German power generation, d) the difficult-to-predict
energy policy in Germany, and e) the regulatory trend towards an integrated European power
market, to be developed in the long term.

E.ON's Capex on its Euro 60bn program was Euro 25bn, with the Endesa assets, OGK-4 in
Russia and 3.7bn Renewables as the major investments. The key effects of the Capex
program on E.ON are:

1) Substantial {50%) growth in generation

2) Internationalisation | with assets in Spain, France and ltaly

3} Internationalisation 1. Russia a possible new power market for E.ON

4) Renewables with wind capacity going from 420MW to 5,500MW

Page 6
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1) Substantial growth in generation, diversification towards high-growth markets
E.ON plans to increase its generation capacity by over 50%, which should have the foliowing
effects on E.ON'’s generation capacity:

Capacity 2006 (GW) Capacity 2010E (W) Change (%)
UK 1056 125 19 0%
Nordic 73 85 16.4%
Western Europe 279 326 16.8%
Eastern Europe 03 18 500 0%
italy 0 7 nm
Spain 0 64 nm
Total Power Generation 46 688 49 6%
Russia OGK-4 0 86 nm
Gas (bem}
Production 05 10 1900 0%
Storage 5 10 100 0%

Source: Company data and Deutsche Bank estimates

Thus, over the next 5 years we expect that E.ON will continue to:

1. Build a cleaner generation fleet with new, modern power plants and a total generation
capacity of 68.8GW in 2010 from the current 46GW (or around 76GW with OGK-4).
Therefore, German exposure in Generation, which used to be above 80% in 2003,
should go below 35% in 2010 and reduce the dependency on the German market
further.

2. Develop a wider presence in the European market with Russia (OGK-4, potentially
Jusshno-Russkoje), Spain, and ltaly; most of these are markets that tend to show higher
growth rates than Germany (0.5-1%).

3. Strengthen its market position in the UK and CE

4. Strengthen the gas business, which in our view becomes more important given the
energy policy in Germany and in Europe.

5. Further diversify its gas supply, given the LNG terminals it is building in Germany
{(10bcm/pa) and France (9bcm/pa). Today, E.ON mainly sources gas from Norway and
Russia (followed by Germany and the Netherlands) with Norway likely to become more

Deutsche Bank AG/London Page 7
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GW Capacity

>Total capaclty from 46 GW In 2006 fo 76 GW {n 2010}

important given the recent Skarv ldun acquisition. The LNG Terminal in Wilhemshaven is
likely to increase the importance of gas supplies from the Middle East/North Africa. EON
aims to secure 15-20% of its downstream gas needs from its own upstream capacities
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Russia 14%
1%

Source Company data and Deutsche Bank estimates

2) Internationalisation |: Endesa ensures E.ON's strong position in Spain, Italy and
France

With the acquisition of assets in Spain, ltaly and France, E.ON has improved its European
Generation position and we now include the following in our forecasts:

Spain: Viesgo - Enel’s Spanish subsidiary — is currently the fifth-largest Utility in Spain with
around 2.4GW capacity, comprising ¢70% thermal and 30% hydro. In the retail market,
Viesgo is #4 and has around 0.65m customers. Additionally, it has 1,4756MW Endesa assets
plus a 10-year contract for 4560MW nuclear capacity with an ongoing CCGT project with
around 800MW capacity. Thus, a total of 4.3MW capacity is expected to reach 6 4MW total
capacity in 2010, around 50% higher than it is today, making E.ON the #4 player in the
Spanish market after Union Fenosa.

Italy: E ON plans to take over at least 70% of the Endesa assets in Italy by gaining around
5000MW of generation capacity and becoming the fourth-largest generator in ltaly. E.ON
already has some presence in this country with Thiiga ltalia which has around 0.88m
customers. E.ON is also expected to start a new CCGT by 2010 and is targeting a mid-term
capacity of 6,200MW in 2010 in ltaly

France: Endesa holds a 65% stake in French coal generator SNET, with EdF and
Charbonnages de France holding the remaining stake, with a total capacity of 2.5GW

E.ON'’s acquiring those assets for around Euro 10-11bn and a DB estimated Euro 1.4bn
EBITDA contribution imply a multiple of around 6.9x-7.5x.

3) Internationalisation ll: OGK-4 a possible new market for E.ON

On September 17, it was announced that E.ON had the won the bid to acquire roughly 29bn
shares {or 47%) of OGK-4 (current price USD 0.13, Hold, TP USD 0.13) for an overall
purchase price of USD 3.9bn. The Board of Directors also set the price for the 23% capital
increase at the same level as E.ON's offer per share, which was mainly in line with our target
price. E.ON intends to submit a binding offer for the acquisition of the issuing shares for
roughly USD 1.8bn. If successful, E.ON will acquire up to 70% of the share capital of OGK-4
(Figure 13 & Figure 14). Estimates presented herein are based on our published OGK-4
forecasts.
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Russian power and gas market are liberalising and show strong
growth and accelerating demand for infrastructure investments

In our view, OGK-4 could be an excellent growth platform for E.ON in Russia despite the
country risks involved with these investments. We believe that OGK-4 is unlikely to be
earnings accretive before 2010 given that major revenue and earnings growth is expected for
the same period, as can be seen in Figure 15.

3000

2500 4

2000 -

1500 A

1000 -

500 4

2007E 2008E 2009E 2010E

-500

Revenue ——EBITDA e EBIT =====Ngt Income

Source' Deutsche Bank estimates
The Russian market seems attractive for E.ON given its characteristics:

8 fourth-largest power market and world's largest heat market

®  high demand growth, at least 5% CAGR until 2020

demand for new capacities due to consumption growth and old generation capacity

liberalization and privatization framework support investment into new capacities

B market qualifies for E.ON's integrated (power gas) business model
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OGK-4 is one of the largest electricity companies in Russia with installed capacity of
8.630MW, electricity sales volume of 51GWh and revenues of USD 954m in FY06 It
operates in 4 regional markets, has a 3.9% share of Russia’s total installed generation
capacity and 5.156% of Russia's total electricity output, employs around 5300 people, and is
headquartered in Moscow. It operates five power generation plants throughout Russia —
Surguiskaya GRES-2 (4,800MW, Surgut, Tyumen region), Berezovskaya GRES (1,500MW,
Sharypovo, Krasnoyarsk territory), Shaturskaya GRES (1,100 MW, Shatura, Moscow region),
Smolenskaya GRES (630MW, Ozerny, Smolensk region} and Yajvinskaya GRES (BOOMW,
Yajva, Perm territory). OGK-4 plans to install additional capacities which amount to 2,400MW,
We forecast OGK-4 to reach the greatest overall electricity production of 60,000mkWh and
revenue potential of around USD 2.4bn in 2011,

0OGK-4 power plants show strong operational performance with relatively high load factors
(dominating Shaturskaya GRES, which accounts for 50% of the company's total production)
with opportunities to switch between gas and coal in two plants as well as a comparatively
young asset base and low fuel consumption rate versus other OGKs.

4500 v 4239
4000 -
3500
3000 - 2834
2500 -
2000 A

1500 -

1150

10001 e 635 584 571

500 -

0 4

USA China Japan Russia India Germany Canada  France

Source Deutsche Bank estimates

Market to be liberalized over the coming years

Starting from FYQ7, the market is to be opened by between 5% and 15% per annum. By the
end of 2007, the guaranteed market opening is to account for 10% of the total expected
electricity production, growing to 25% by the end of 2008, 50% in 2009 and 80% in 2010.
Two driving factors will influence the extent to which the market actually opens. The first is
that any electricity consumption growth will be exposed to free pricing. The second is that
new capacity entering the market will also be freed from the regulations. The regulated
market is now constrained by the take-or-pay bilaterai contracts.

Long-term bilateral contracts: One of the consequences of the regulated and unregulated
electricity markets co-existing is the opportunity to buy cheap on the free market in off-peak
hours and sell expensive at the tariff level through a bilateral contract.

Page 10 Deutsche Bank AG/London
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Finally, stronger focus on
Renewables in the future
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This means that generators can be both buyers and sellers of electricity at the same time.
The government has also decided that as of 1 January 2007, the generators will switch to
long-term electricity contracts of no less than three years. These long-term contracts will
have special formulae for indexing the tariff, which will be linked to actual inflation and fuel
prices.

4) Renewables expansion from 420MW to 5500 MW until 2011

As discussed in a previous section, E.ON's growth plan includes stronger Capex for
Renewables with strong focus on Wind power. In our view, other European Utilities have
already entered the market more strongly than E.ON had, and the market remains attractive.
Thus, we believe that E.ON’s originally targeted Euro 3bn Capex until 2010 is low, and the
company has already spent more with the recent acquisitions than budgeted

Cumulative wind energy installed capacity {MW)

2003 2004 2005 2006
iberdrola (Spain) 1,800 2,891 3,400 4,434
Florida Power & Light (USA} 2,500 2,400 3,500 4,300
Acciona {(EHN) Spain 850 1,005 1,317 2,443
PPM Scottish Power (UK} na 1,200 750 1,693
Eurus {Japan) 500 1,140 750 1,324
Endesa (Spain) 600 1,123 800 1,500
Shell Renewables (UK) 250 740 740 849
NUON (Netherlands) 500 550 na 840
Alliant Energy (USA) 490 490 na na
ENEL Greenpower (ltaly) 400 480 750 600
E.ON na na na 420
Energy E2 (Denmark} na 460 750 na
Elsam (Denmark) na 420 na na
Sif / EnXci (France) 250 370 700 na
RWE (Germany) na 263 263 263
American Electric Power (USA) 350 360 na na
Total 8,490 15,384 17,390 18,573

Source: BTM Consuit. Iberdrola, Endesa, Acciona. £ ON. AWE

Deutsche Bank AG/London

Page 11




16 October 2007  Electricity E.ON Deutsche Bank E£.)

The global wind energy market has an estimated volume of Euro 18bn, and DB estimates
around 22.2% CAGR in the next four years, driven by high oil and CO, prices, which
negatively affect thermal power generation. DB expects further strong demand outpacing
supply, which is defined by ongoing shortage of key components (gearboxes, bearings). The
EU has set an overall target of obtaining 12% of gross energy consumption from renewable
sources and 21% from electricity by 2010.

E.ON Wind capacities was 420MW end of last year with an around 2,000MW development
portfolio (includes around 1,000MW wind project, London Array, 300MW Humber Gateway,
and Alpha Ventus in Germany). In August and October, E.ON announced two new
transactions to increase the share of its Renewables business. E.ON is acquiring Energi E2 in
the second-largest wind market — Spain ($722m including $256m net debt) — with 260MW
wind power in operation with another 560MW being planned by 2011. Spain currently has a
total installed capacity of 11,614 MW. E2 had a market share of around 2.2% in Spain.

Others Acciona
18 1% 17.5%

Molino del Ebro
18%
Preneal
19%
Enerfin
29%
Eurfer
34%
Gas Natural
32% Energi B2 \
22%
Eyra

22% Eoyr
; 7 8% Neo Energia

84%

Source  Asaciacion Empresarial Edloca

In October, E.ON acquired the US wind activities of Airtricity, in the second-largest wind
power market, with around 214MW installed capacity (EV: $1373m including $553m net
debt) and around 2,000MW being planned by 2011, with 877MW being installed by Q4 08.
Total accumulated installed capacity in the US in 2006 was 11,635MW.
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e pgquired Wind Capacity e ks bies | {Eurom)
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Source Deutsche Bank estimates Source Deutsche Bank estimates
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E.ON intends to actively
manage its debt targets —
this in our view includes
share buybacks, higher
dividends, acquisitions and
disposals

Wind 2006 2007E 2008E 2009E 2010E 2011E
EON 420 200 800 600 400
instalied Capacity 420 620 1420 2020 2420
Energi E2

Installed Capacity (mainly wind, MW) 260 100 200 200 60
Costs {Euro m) 722 93 187 187 56
Airtricity US

installed Capacity (MW) 214 877 300 300 500
Costs {Euro m) 974 957 418 416 693
E ON total

Installed Capacity (MW 420 894 1177 1300 1100 960
thereof acquired 474 977 500 500 560
Acquisition Costs {Euro m) 1696 1051 603 603 749
Accumulated acquired Renewables 1696 2747 3349 3852 4701
investment (Euro m)

Costs per MW 36 19 17 16 16

Source: Company data and Deutsche Bank estimates

Financial strategy: Healthy leveraging actively managed

As we see it, E.ON announced a healthy re-leveraging of its balance sheet by guiding for a
target Economic net debt/EBITDA level of 3 to allow for sufficient financial stability, while still
being able to maintain a single A/A2 rating. This should allow E.ON’s cost of capital to be
lower than in the past while at the same time maintaining stability in negative scenarios.
Thus, despite its Euro 60bn Capex program, E.ON should be able to buy back shares worth
Euro 7bn and remain in line with its Economic net debt/adj. EBITDA target factor of 3x until
2010, according to our estimates. (Economic net debt includes pension and nuclear
provisions.)

Thus, we expect the company to increase its dividend per share by around 14.7%pa until
2010, and with the current share buyback program, we forecast that economic net debt will
rise to around 3x Economic net debt/EBITDA in 2008/2009 with a level of 2.8x in 2010.

80000 This includes currently €7bn sahire buyback program untii H1 08 00 4
80000  4opq 2762 53519 sasor 30993 i 05
40000 4 10 4
20000 4 154

3+ -204
-20000 254
-40000 -304

-43820 47775 -44671 -30 -30
-60000 4 -35 Campany actively manages 3x Econamic Net debt/adj EBITDA target
B Economic Net Debt B shareholders' equity BEconomic Debt/ad} EBITDA

Source Deutsche Bank. company data

Source Deutsche Bank. company data
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Euro 7bn share buyback
finalized end of H108

10-20% targeted dividend
growth until 2010 ranges
from Euro 4.9 - Euro 6.95
with DBe 5.80 DPS in 2010

Phasing out of nuclear
power will likely not help
the German government
reach its 2020 emission
reduction targets.

We expect the current share-buyback program to have a volume of around Euro 3.5bn until
year-end and another Euro 3.5bn in H1 2008.

2003 2004 2005 2006  2007E  2008E  2009E  2010E

Net income 4,647 4,334 7,407 5,057 6,127 5,556 5,875 6,229
Net Income (ciean) 3,269 3,480 3,674 4,386 4,935 5,566 5,875 6,229
Number of shares (m) 6540 6570 6590 6590 644 4 616 3 6037 605 7
Number of shares {m}, YE 654 0 6570 659 0 6590 629 8 6017 603.7 6057
EPS {Recurring} 5.00 530 558 6 66 7.66 902 973 10.28
DPS 200 235 700 335 398 4.60 5 06 580
Reported CFPS 163 89 99 109 147 156 167 175

Source® Deutsche Bank. company data

Increasing the ordinary dividend is another measure taken by E.ON to re-leverage its balance
sheet. The company targets a ¢10-20% DPS CAGR until 2010, which vields a dividend range
of Euro 4.90 to Euro 6.95 in 2010. We currently estimate a Euro 5.80 dividend per share in
2010. The Euro 7bn share buyback and the 10-20% dividend growth is backed by the
company's strong operating cash-flow of an estimated Euro 9-11bn between 2007 and 2010
and allows E ON to increase its leverage with lower cost of capital. While E.ON expects
slightly higher costs of capital due to different assumptions {E.ON compared target ratios
rather than reported), we believe that its structure will allow for lower CoC in the future.

DB estimates 2005 A 2006 A 2007 F 2008 F 2009F 2010F
risk free rate 45 48 45 45 45 45
Equity premium 45 45 45 45 45 45
Beta 09 09 09 09 08 09
Cost of Equity 8 55 8565 8 55 8 55 855 856
Cost of Debt - pre-tax 55 55 56 57 57 57
Tax rate 35 35 33 30 30 30
Cost of Debt after tax 36 386 38 40 40 40
Equity 082 079 079 0865 063 065
Debt 018 021 021 035 037 0.36
WACC after tax 7 63 782 7 54 6.95 686 693
Tax rate 33 33 33 30 30 30
Pretax WACC 14 112 113 99 98 99

Source Deutsche Bank estimates, company data

Germany’s Energy policy remains ambitious and will likely lead
to higher prices and increased supply risks

Germany's energy policy remains ambitious, in our view. Reducing GHG emissions,
switching off nuclear power plants and reducing dependency of energy supply at the same
time remain difficult. We see the following risks for Germany if the German government
continues its “no nuclear policy”: a) further power price rises, b) gas supply insecurity, c) a
lack of generation capacity as Renewables will not reach the targeted level of 27% of power
generation until 2020 if German power efficiency rates are not increasing by 3% until 2020 (it
went only up 1.25-2.2% in the last years supported by East German modernization). We
believe that if nuclear power is phased out in Germany, total emissions — assuming the other
sectors are in practice able to achieve their targets - would fall by only 29% by 2020 against
1990 levels, rather than by the 40% aspired to by the German government

The German government continues to stick to its plan to phase out nuclear power stations
after 32 years of operating life {measured in output terms), granting an aliowed output

Page 14
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according to a standardized load factor over 32 years, well below the technical capability of
between 40-60 years. Nevertheless, while the German government is not touching the
current coalition agreement of phasing out nuclear, the coalition partners seem to differ in
their views, with CDU/CSU being supportive to lifetime extension and SPD against it.
Additionally, a recent poll in Germany by TNS Emnid seems to indicate that the German
population is becoming more aware of the issue of rising power prices and security of
supply, and a majority of Germans seem to support the idea of lifetime extension to
guarantee a smooth changeover to Renewables.

The law provides for Germany's total nuclear capacity of 22GW to be closed down, giving a
total remaining allowed output of 2,623TWh from 1 January 2000. This comprises 2,484TWh
from stations still running today, and 134TWh from stations that were closing just at the time
the law was passed or that have closed since {where, in both cases, some of the output from
these stations was allowed to be transferred to other stations).

By 31 July 20086, the total amount of remaining output had declined to 1,580TWh, giving total
production of 1,015TWh in the intervening six years and seven months. This equates to an
annualized average output of 156TWh per year since January 2000.

As at the beginning of 2008, the total remaining nuclear capacity will be 20.3GW, with total
remaining output of approximately 1,362TWh, according to our estimates. Assuming 150TWh
per year, this would give just under 10 years of nuclear production remaining, but in practice
the decline will likely be a more gradual one, in line with the scheduled closure dates of the
stations left. Given that Biblis was out between Q4 06 and Q4 07, we believe the next year of
closure would be 2009.

TWh remaining by 2000 Mw Start Date Allowed Output Allowed Output Allowed Output

Estimated DB Closure Date

according to Nuclear Energy Jan 2000 (TWh) July 2007 (TWh} Jan 2008 (TWh) numbers of Expected
Act years feft

Biblis A* 1167 1974 62 149 13.50 2 2009
Neckarwestheim-1 785 1976 57 177 893 2 2011
Biblis B** 771 1976 81 26 17.39 3 2011
Brunsbuttel 1240 1976 48 183 522 2 2009
Isar-1 878 1977 78 342 24 39 4 2011
Unterweser 1345 1978 118 567 41 68 4 2012
Philippsburg-1 890 1979 87 387 2876 4 2013
Grafenrheinfeld 1275 1982 150 842 69 96 7 2014
Krumme! 1284 1983 158 978 83 46 9 2016
Gundremmingen B 1284 1984 161 948 80 46 8 2015
Gundremmingen C 1392 1984 168 1032 87 65 8 2016
Philippsburg-2 1288 1984 201 1294 11501 12 2018
Grohnde 1360 1984 201 1295 11431 11 2018
Brokdorf 1370 1986 218 1447 12940 13 2019
Isar-2 1400 1988 231 155 6 13996 13 2019
Emsland 1329 1988 230 157.7 142 86 14 2020
Neckarwestheim-2 1269 1989 236 166 8 15273 16 2022
Total: 20327 2499 1468 3 1255 67

Muiheim-Kérlich* * ¥ 1302 1976 107 3 107 3 107.3

Stade*** 672 1976 232 48 0

TOTAL 22301 2623 4 1580 4 1362 3

Source’ Deutsche Bank *Given the ongoing outage fram Q4 of 2006. Biblis A may not now close until 2009E: * *With approx 20TWh of transferred output from Mihtheim-Kérlich. Biblis B will in practice probably not shut until
2011E:**The re-allocation of a large part of this production has yet 10 be decided In practice this means that. like Biblis B. some of the other plants here will close later than their own remaining output alone would imply
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Figure 27 sets out the number of remaining TWh output granted to each station under the so-
called nuclear-consensus law from 2000, together with the output left as at 1 January 2008,
according to our estimates.

Figure 28 shows estimated accumulated capacity closures and Figure 29 of accumulated lost
annual output over 2009-2022. We estimate that the last nuclear station will close in 2022,
but that capacity and output will halve against current levels by 2015E/16 (this is before
taking into account the 112TWh to be transferred from MUilheim-Kérlich and Stade).
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Source German Government. Deutsche Bank estimates
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To put these planned closures into context, it is useful to look at nuclear power as a
proportion of total available capacity. According to the Association of German Power Grids
{the VDN) the net available capacity in 2006 was 124.3GW (Figure 31). This would mean that
Germany’s nuclear stations accounted for 16%of the total in 20086.

2004 2005 2006

Dec-16 Dec-15 Dec-11

Total German plant capacity 1146 1194 124 3
Unusable Capacity 179 228 238
Reserve Capacity 72 71 79
Outages and Overhauls 35 68 64
Reliable available Capacity 86 827 862

Source' VON

In reality, however, this understates the true proportion of capacity accounted for by nuclear,
because much of the capacity theoretically available is not reliable at all times.

For example, Germany has the largest amount of wind capacity in the world {approximately
20GW expected to grow to 28GW in 2010, according to DB estimates) and the availability of
wind power is much lower than for other kinds of generation. As a result, once adjustments
are made for unusable capacity, reserve capacity, and outages, the real figure for reliable
available capacity is much lower. As shown in Figure 30, on VDN estimates the number for
total German capacity in 2006 would be 86.2GW, so nuclear would account for around
23.6%. As a result, phasing out 20.3GW of nuclear capacity over the next 15 years raises
obvious questions about Germany’s capacity margins in the future, especially as these are
already below the 10% level generally regarded as an indication that new plants are needed
in order to prevent a high level of blackouts.
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The phase-out of nuclear power and returning to a capacity margin of at least 10% is clearly
likely to precipitate a very large new-build programme over the next 10-15 years, but the
capacity problem in Germany over the next decade has two other factors worth considering:

1. In addition to the loss of 20GW of nuclear power, a further 20-26GW of fossil-fuel fired
plant would come off line over 2010-2020 if we were to assume that all power plants
were replaced after 40 years' operating life. Figure 31 shows the total amount of plant
that would come off line by 2020E assuming the phase-out of nuclear, and that all fossil-
fuel plants are replaced after 40 years. Figure 32 with life-time extension

140.0
Araund 35GW need to be replaced

Around 45GW need to be replaced untit . AN
untit 2020 with lifetime extension

2020 with nuclear phase-out

2005 2010 2015 2020 2025 2030 2005 2010 2015 2020 2025 2030
B Waler & Nuclear B Lignite @ Hard coal BGas B Others B Water #1Nuclear & Lignite @ Hard coal @ Gas B Others
Source RWE Source  RWE

2. Even in a mature economy such as Germany, organic growth in demand can be
expected to increase the peak-load capacity requirement over time. Although we would
expect the rate of increase to be clearly below the trend-rate of growth in GDP,
assuming a range in annualised growth in peak-load demand over 2007E-2020E of only
0.5%-1% would still give rise to a need for 8.6GW-13.6GW of new capacity by 2020E.

Figures 33 and 34 assume that capacity levels must rise by an initial 2.5GW to bring the
reserve margin back to the desired 10% level, and that capacity then grows over time in line
with the need to maintain this ratio assuming annual growth in peak-load demand of 0.5%
and 1%, respectively.

| gure 33 New:capaclty requnre i vto:maln am 0%
reserve margin at. 1,

90 o B a8

nnualised growth in peakioad demand of 0,6% ~—#8— Implied 10% reserve margin at 0.,5% nnualised growth in peakload demand of 1% ~@— implied 10% reserve margin

Source VDN, RWE. Deutsche Bank Source VDN, RWE. Deutsche Bank
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In short, assuming that Germany aims to re-establish a reserve margin of 10% against a
backdrop of 0.5%-1% growth in peak-load demand over the next 15 years, that the nuclear
phase-out goes ahead, and that all fossil-fuel plants are replaced after 40 years, then we
calculate that total capacity required by 2012 would be 18-21GW, and by 2020 be 49GW-
56GW (Figure 35).

Motive for building new capacity 2012E 2012E-2020E TOTAL BY 2020E

Amount required to re-establish a capacity margin of 10% 25 00 25
Annualised organic growth in peak-load demand (0 5%-1%) 3061 3675 66-136
Nuclear phase-out 62 14.1 203
Withdrawal of fossil-fuel plants after 40 years’ operating life 65 136 200
TOTAL 18.2-21.3 31.2-35.1 49.4-56.4

Source' Deutsche Bank

So what are the current plans for new build in Germany?

New projects indicate high share of CO2-intensive fossil-fuels

Figure 37 sets out the new-entrant power projects currently in various stages of planning in
Germany, as based on a report by the German power-generation association (VDEW) and
cited in a Reuters newswire report of 14 September 2006, and according to data from
VDEW. According to this report, a total 24GW (was around 22GW in January 2007 and mainly
added by hard coal plants) are planned by 2012, of which 8,525MW of gas, 3,5756MW of
lignite, and 12,280MW of coal, so the majority of new projects are coal and gas.

The two key questions this list of new projects raises are (i) how much of this capacity is
actually needed?; and (i) given price rises in the construction/equipment market how many of
these projects are actually likely to go ahead?

Our calculations in Figure 35 lead us to assume that 18GW-21GW of new plant would
actually be required by 2012, so the 24GW of potential new projects in Figure 36 looks
reasonable. This probably reflects the fact that until the Commission’s ruling on Germany's
Phase-2 NAP, there was an obvious incentive under the 4+14/4+10 rules to commission new
lignite and coal plants to replace older, less efficient ones. In other words, there was an
incentive to bring forward the withdrawal date of older lignite and coal plants even before
they had reached their standard 40 years of operating life and to replace older lower
efficiency/higher carbon ones with more modern ones.

This means that even if all of this plant were to have been built, it would not necessarily have
led to overcapacity relative to our assumed requirement of 18GW-21GW, as it probably
would have meant that more of the older plant would have closed sooner.

Additionally, rising construction prices continue to put pressure on new power plant projects
with construction costs for new coal plants being up by around 30% since 2005, thus making
new projects more unlikely now given that many local Utilities in Germany struggle to run
new projects; with Rhein-Energie stopping plans for a 800MW plant in Cologne-Niehl,
Bremens SWB stopped a coal plant as well, partly due to pricing and ongoing political
pressure on new coal plants, and the City of Krefeld stopped a 750MW coal plant project.
Also the 1,600MW plant in Hamburg mentioned in Figure 36 is under discussion in local
politics. According 1o Trend Research, 22% of planned projects have been stopped and thus
further increasing the risk of generation shortage and power price rises in 4 to 8 years.
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Location Developer Fuel Capacity Expected start-up
Lubmin | Concord Power Gas 1200 2008
Hamburg Vattenfall Gas 125 2007
Hamm-Uentrop Trianel Power Gas 800 2007
Herdecke Mark-E/Statkraft Gas 400 2007
Hurth Statkraft Gas 800 2007
Braunschweig Braunschweiger VErsorg Gas 400 2008
Irsching 5 EON Gas 820 2008
Lingen RWE Gas 850 2009
Bocholt Advanced Power/Siemens Gas 400 2008
Meckiar Marbach iberdrola Gas 1000 2010
Eisenhuttenstadt Gazprom Gas 800 2010
Frankfurt Nuon Gas 400 2010
irsching 4 E ON Gas 530 2011
Neurath BoA il and Il RWE Lignite 2100 2010
Boxberg Vattenfall Lignite 675 2011
Berlin Vattenfall Lignite 800 2012
Luenen Trianel Power Hard coal 750 2012
Duisberg-Walsum Steag/EVN Hard coal 700 2010
Luenen Steag Hard coal 750 2012
Hamburg-Moorburg Vattenfail Hard coal 1680 201112
North Germany Electrabel Hard coal 800 2010/11
Datteln EON Hard coal 1050 201
Bremen-Mittelbueren Stadtwerke Bremen Hard coal 800 2011
Ruhr Region EWMR {Bochum) Hard coal 1100 2011
Hermne 5 Steag Hard coal 750 2011
Hamm-Uentrop RWE Hard coal 1600 2012
Mainz KMW Mainz Wiesbaden Hard coal 800 2011
Lubmin Dong Hard coal 1600 2012
Dusseldorf Stadtwerke Dusseldorf Hard coal 400 2012
Brunsbuttel Iberdrola/sSiidweststrom Hard coal 800 2012
Staudinger VI E, ON Hard Coal 1100 2012
TOTAL 24,380

Source” VDEW, Reuters. October 2007

Deutsche Bank AG/L.ondon
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The scenario is contrary to the German government’s two key energy-policy objectives, as a
large portion of planned coal plants would lead to significantly higher carbon emissions (at
least until reliable CCS technology is available) than targeted and greater dependence on
foreign energy supplies by 2020. One way to reach the government's target despite these
facts is to increase the energy efficiency in Germany forwarding the future.

Raising energy efficiency by 3% pa has not happened before

Given the current law, nuclear power is planned to be phased out and the German
government currently wants Renewables Energy to have a share of around 27% in power
generation in 2020 from around 12% today. The underlying assumption is a 3% gain in
Power Efficiency (that is power used for creating GDP) in Germany. While the German
Energy Agency states that between 1995 and 2005, Germany improved efficiency by 2 2%pa
on average, the German Industry Association states that efficiency increased by 12.5%
between 1995 and 2005 or around 1.2%pa. In any case this data includes a period of
industrial modernization in Eastern Germany and thus is likely to be biased, in our view. So
raising energy efficiency towards a 3% level remains ambitious, from our perspective, and
the budget for climate policy has been raised to Euro 2.6bn in 2008 from Euro 0.8bn in 2005,
around 225% higher.
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New plant projects increase dependency on imported gas

In 2005, Germany's total gas demand was 996TWh (Figure 35), with residential and small
commercial customers accounting for nearly half of this (465TWh), and industrial customers
for 26% (266TWh). Gas for use in power generation accounted for only 14%, at 140TWh.

Meanwhile, the sourcing of Germany's gas shows that it is already very heavily dependent on
foreign imports, with Russia accounting for 35% of requirements in 2005, Norway for 24%,
and the Netherlands for 19%. Germany itself provided only 16% of its own needs, and with
reserves running down, this number looks set to decline over time.

Denmark/UK
Other 6%

135 TWh

Germany
16%

Power generation, £}
140 TWh Residential/small
commercial,

465 TWh

Netherlands
18% \

Industrial
256 TWh Norway

24%

Securce German Gas and Water Federation, German Government. RWE Source German Gas and Water Federation, RWE

As per our assumptions for new gas-fired power-generation capacity over 2010-2020 as
outlined in Figure 29, we estimate that gas consumed by power plants in Germany will rise
very sharply in both absolute and relative terms over the next decade.
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in total, we assume 27 6GW of new gas plant will be required if the nuclear phase-out goes
ahead as planned, and that this plant would be generating an extra 206TWh of electricity by
2020E compared with the amount of power generated from gas in 2005

However, even assuming state-of-the-art efficiency rates of 57% in gas plants, demand for
gas from power generators should increase by 362TWh by 2020, to 503TWh from 146TWh in
2005. This would represent an increase of 260% on 2005 levels.

Moreover, if we assumed average annualised growth in gas demand over 2005-20 for the
rest of the economy, then we estimate that total demand would increase by 50% by 2020
against 2005 levels: 363TWh for power plants, and 138TWh for the rest of the economy
(Figure 46).

Despite an increasing share of LNG imports of around 19% in 2020 (vs. 10% in 2005} in
Europe, E.ON Ruhrgas expects around 9% supply shortfall in 2015 and 22%% in 2020. In
that shortfall scenario, Russia would remain a major gas supplier with 155-160cbm pa in
2020E from currently around 140cbm pa.

Clearly, an increase in demand on this scale would lead to an ever greater reliance on
imported gas over time. Given that Russia and Norway are probably the best positioned of
Germany's existing suppliers to increase their exports. In short, phasing out nuclear power
would be clearly negative for Germany's supply security.

In our view, Germany cannot phase out usable, carbon-free
generation capacity if it wants to fulfil its own GHG targets and
keep supply risks low

Phasing out nuclear power stations long before the end of their technically feasible lifetimes
reduces the length of the capital cycle and therefore increases the long-term power price
unnecessarily, in our opinion.

In addition, though, this policy clashes directly with the German government's two main
energy-policy objectives today: (i) reducing carbon emissions over time, and (i} ensuring
security of supply. Interestingly, we believe that the best way to address this issue politically

Page 22
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would be to change demand behaviour, thus trying to increase energy efficiency. With its
new Climate protection program, the Government intends to increase efficiency by 3%pa to
avoid constraints in power supply. Germany has not shown these improvements over a
longer period of time and thus it seems reasonable to assume that it is unlikely to happen in
the future, in our view,

As a result, we believe that either a) political crisis in phases of high gas demand might lead
to a shortage in gas supplies and highly volatile power prices, or b) over time higher power
prices (due to higher new entrant prices) will raise public awareness of the impact nuclear
power can have in stabilizing power supply (and prices), keep carbon emissions low and
allow a secure change from a “"thermal-oriented” to a “renewable-oriented” energy in
Germany. The German Elections in 2009 will be critical for nuclear power in Germany, we
believe. The recent nuclear incidents in Krummel/Brunsbutte! indicated low public backing of
lifetime extension, but we believe public opinion might change in the election period with
further rising power prices or a shortage in gas supply due to political shocks. Recent polls
indicate that Germans are starting to support lifetime extension, and we continue to assume
lifetime extension in our forecasts.

Deutsche Bank AG/London
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forecasts

Changes to our forecast

While we were restricted on Endesa until last week we now include the following changes
into our model:

We include the Endesa acquisition after Enel/Acciona gained control over Endesa in October
and now hold 92.1% of Endesa after the tender offer finished. We thus no longer see major
hurdles in the acquisition of Endesa assets by E.ON, and expect the transaction to close in
the next few months.

We also adjust for the share buyback program and include Euro 7bn share buyback in our
forecasts as well as the new Capex program the company announced and which we
discussed in previous sections.

We also take DB’s medium-term oil price forecast of $60/bbl (previous $44/bbl), stick to our
carbon price forecast of E25, with our new German power price assumption as the new
entrant price going to Euro 60/MWh in 2010 with current T-year (E56.5/MWh) and 2-year
(Euro 56) wholesale forward prices being used for our calculations, with gas remaining the
predominant entrant, and hard coal remaining an option, which is under public/political
pressure in Germany until CCS technology is available (and given that they get into a
disadvantage with rising CO2 prices without CCS).

We now expect E.ON to deliver 9% CAGR EBITDA growth until 2010 and see Euro 12.7bn
adj. EBIT in 2010, around 300m ahead of company forecast. Main drivers should
Central Europe and Pan Euro-Gas, which account for over 70% of EBITDA.
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Divisional details

EBITDA (€ m) 2003 2004 2005 2006 2007E 2008E 2009E 2010E
Centraf Europe 4471 4908 5284 5484 6028 6478 7325 8075
Pan Euro Gas 1896 1900 1939 2839 3086 3171 3289 3430
UK 1036 1592 1550 1790 1820 1825 1914 1938
Nordic 933 1121 1193 992 1201 1374 1477 1599
US Midwest 517 539 560 590 549 533 549 565
Southern Europe 1392 1453 1518
Corporate Centre -273 -273 -386 -395 -395 -415 -431 -457
Core Energy Businesses 8580 9787 10140 11300 12289 14357 16576 16668
Other Activities 878 728 132 53 0 0 0 0
Total Group 9458 10515 10272 11353 12289 14357 15576 16668
EBIT (€ m) 2003 2004 2005 2006 2007E 2008E 2008E 2010E
Central Europe 2979 3602 3930 4168 4667 5009 5755 6417
Pan Euro Gas 1463 1428 1636 2106 2316 2363 2440 2539
uK 610 1017 963 1229 1228 1203 1266 1248
Nordic 546 701 806 618 837 991 1076 1178
US Midwest 317 354 365 391 350 338 346 354
Southern Europe 1160 1227 1309
Corporate Centre 319 -314 -399 -418 -370 -400 -390 -380
Core Energy Businesses 5596 6788 7201 8097 9028 10653 11719 12665
Other Activities 632 578 132 53 0 0 0 0
Total Group 6228 7366 7333 8150 9028 10653 1719 12665

Source: Deutsche Bank. company data

E.ON Quarterly Q106 Q2 06 Q107 H1 07

Central Europe 1418 1077 1,431 2,544
Pan-European Gas 958 739 1,126 1,631
UK 43 412 436 741
Nordic 299 126 287 475
U.S Midwest 112 78 93 176
Corporate Center -100 -73 -58 -1
Group 2730 23589 3,315 5,426

Source' Deutsche Bank. company data
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Group P&L

E.ON 2003 A 2004 A 2005 A 2006 A 2007 F 2008 F 2009F 2010F
TOTAL SALES 46,427 48,908 56,399 67,759 69,041 77,791 80,062 83,468
Sales tax -3,894 -4,369 -4,545 -3,662 -3,596 -3,630 -3,666 -3,703
TOTAL SALES (ex tax) 42,541 44,539 51,854 64,197 65,445 74,160 76,395 79,764
Other Operating income 0 0 0 0 0 0 0 0
TOTAL INCOME 44,204 44,539 51,854 64,197 65,445 74,160 76,395 79,764
COST

Material 25,832 25,574 29,410 32,351 32,351 33,321 34,321 35,351
Personnel 6,685 4,712 4,579 4,556 4,533 4,511 4,488 4,466
Others 2,228 3,738 7,593 15,937 16,272 21.9M 22,011 23,280
TOTAL OPERATING COST 34,746 34,024 41,582 52,844 53,156 59,803 60,820 63,087
EBITDA 9,458 10,515 10,272 11,353 12,289 14,357 15,576 16,668
EBITDA margin 20.4% 21.5% 18.2% 16.8% 17.8% 18.5% 19.5% 20.0%
Depreciation 3,110 2,851 2,857 2,930 3,308 3,704 3,856 4,003
Impairment 120 308 82 273 0 0 0
% of sales 67% 58% 51% 43% 48% 4 8% 4 8% 48%
EBIT 6,228 7,356 7.333 8,150 9,028 10,653 11,718 12,665
EBIT margin 14.6% 16.5% 14.1% 12.7% 13.8% 14.4% 15.3%

Interest Income 716 796 1,008 1,245 1,067 832 1,020 824
Interest Expense -1,885 -1,799 -1,783 -1,937 -1,800 -2,258 -3,038 -3,221
interest Portion of LT provisions -494 -137 -252 -389 -292 -297 -301 -306
PRE-TAX PROFIT 4,565 6,216 6,306 7,069 8,005 8,929 9,400 9,962
Pre-tax margin 98% 127% 11 2% 104% 115% 115% 11 7% 11.9%
Extraordinary income 1,267 686 931 1,205 1,300 0 0 o]
Extraordinary Expense -284 -108 -29 -3,141 -300 0 0 0
PRE-TAX PROFIT {inct extraordinaries) 5,538 6,794 7,208 5,133 9,005 8,929 9,400 9,962
Tax 1,124 1,947 2,278 (323) 2,320 2,679 2,820 2,989
Tax rate 203% 287% 316% -63% 250% 30 0% 30.0% 30.0%
PROFIT AFTER TAX 4,414 4,847 4,932 5,456 6,799 6,250 6,580 6,973
Minorities (484) (504) (553) (526) 672) (694) (705) (744)
Income from Cont Ops 3,950 4,343 4,379 4,930 6,127 5,556 5,875 6,229
Net income margin 85% 89% 7 8% 73% 89% 7.1% 73% 75%
Adjustments (440) 9) 3,028 127 0 0 0 0
Net Income 4,647 4,334 7,407 5,057 6,127 5,556 5,875 6,229
Net Income (clean) 3,269 3,480 3,674 4,386 4,935 5,556 5,875 6,229
Number of shares (m) 654 0 657 0 6520 669 0 644 4 6163 6037 605 7
Number of shares {m), year end 654 0 657 0 6590 6590 6298 6017 603 7 605 7
EPS 604 6.61 6.64 748 951 902 973 10 28
EPS {Recurring) 5.00 5.30 558 6.66 7.66 9.02 9.73 10.28

Source’ Deutsche Bank and company data
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Balance Sheet

E.ON 2003 A 2004 A 2005 A 2006 A 2007 F 2008 F 2009F 2010F

Balance Sheet{Euro m)

Tangible assets 42,836 43,663 41,323 42,712 46,254 67,550 74,694 81,191
Intangible assets 18,069 18,242 19,488 18,873 18,873 18,873 18,873 18,873
Financial assets 17,725 17,263 21,686 28,302 28,302 28,302 28,302 28,302
Fixed assets 78,630 79,068 82,497 89,887 93,429 114,725 121,869 128,366
Cash and liquid assets 10,796 12,016 15,119 6,187 3,185 1,094 2,492 -438
Debtors 6,053 6,534 8,269 9,756 9,041 11,200 11,627 12,018
Stocks 2,477 2,647 2,457 3,990 4,065 4,581 4,714 4,915
Other 13,895 13,797 18,220 17.412 17,412 17,412 17,412 17,412
Current Assets 33,220 34,994 44,065 37,345 34,603 34,287 36,146 33,906
TOTAL ASSETS 111,850 114,062 126,562 127,232 128,032 149,012 158,015 162,272
Share capital 1,799 1,799 1,799 1,799 1,722 1,648 1,648 1,648
Reserves 11,564 11,746 11,748 11,760 8,337 4,911 4,911 4,911
Retained earnings 16,411 20,015 30,936 34,286 37,768 40,495 43,246 46,118
Minorities 4,625 4,144 4,734 4,917 5,589 6,283 6,988 7,732
Sharehoiders' equity 34,399 37,704 49,218 52,762 53,406 53,337 56,793 60,408
Interest bearing ST-Debt 5,191 6,761 3,807 3,440 3,440 3,440 3,440 3,440
Creditors 3,768 3,627 5,272 5,305 5,405 6,090 6,268 6,535
Others 7,714 2,170 1,084 17,832 17,832 17,832 17,832 17,832
Deferred income 6,265 3,887 6,946 619 619 619 619 619
Current Liabilities 22,938 16,545 17,109 27,196 27,296 27,981 28,159 28,426
Provisions 26,764 25,653 25,142 20,406 20,406 20,712 21,023 21,338
Pension provisions 7,442 8,589 8,720 3,769 3,826 3,883 3,941 4,000
Interest bearing LT-Debt 14,803 13,540 10,665 9,959 9,959 29,959 34,959 34,959
LT-Creditors 13 35 16 0 o] 0 0 0
Others 4,41 11,088 14,985 5,846 5,846 5,846 5,846 5,846
Deferred income 1,080 908 817 7,294 7,294 7,294 7,294 7,294
Long-term iiabilities 54,513 59,813 60,235 47,274 47,331 67,694 73,083 73,437
EQUITY & LIABILITIES 111,850 114,062 126,562 127,232 128,032 149,012 168,015 162,272

Source' Deutsche Bank and company data
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Cash-flow

g!

E.ON 2003 A 2004 A 2005 A 2006 A 2007 F 2008 F 2009F 2010F
Net income (after minorities) 4,647 4,334 7.407 5,067 6,045 5,556 5,875 6,229
Depreciation 3,272 3,158 3,068 3,751 3,308 3,704 3,856 4,003
Additions (Reductions) in Provisions -1,654 -1,263 -3,400 -849 57 363 369 374
CASH FLOW 6,265 6,230 7,075 7,959 9,409 9,624 10,100 10,606
CFPS 1100 948 1074 1208 14 60 15 62 1673 17 51
STATED CASH FLOW 10,013 5,840 6,544 7,194 9,409 9,624 10,100 10,606
Delta 2,795 (390) (531) (765) 0 0 0
REPORTED CFPS 1526 889 993 1092 14 60 1562 1673 17 51
Minorities {add back) 464 504 553 526 672 694 705 744
Decrease {Increase} Working capital -1,191 -767 -1,027 1,291 -160 -1,090 -283 -424
TOTAL OPERATING CASH FLOW 5,538 5,967 6,601 7,184 9,921 9,228 10,522 10,926
Capex -9,196 -5,285 -4,337 5,161 -7,400 25,000 11,000 -10,500
Disposals 7,035 3,457 6,599 3,954 550 0 ¢} 0
Dividend (previous year) -1,614 -1,616 -1,794 -4,856 -2,673 -2,819 -3,124 -3,357
FREE CASH FLOW 1,763 2,523 7,069 1131 498 -18,591 -3,602 -2,931
Cansolidation of acquisitions -1,200 -1,300

Other Effects 2,200 1,232 2,690

Share buy-back 0 0 0 0 -3,600 -3,5600 0 0
FREE CASH FLOW (after rights issue) 2,763 2,455 9,759 1,131 -3,002 -22,091 -3,602 -2,931

Source' Deutsche Bank and company data

Page 28 Deutsche Bank AG/London



15 October 2007  Electricity E.ON Deutsche Bank

‘aluation

Raising TP to Euro 145 due to rising input prices, growth Capex

We value E.ON based on an SotP method at Euro 145, implying 13% upside potential (+
additional 3.1% current dividend vyield) from the current share price after we updated our
forecasts (based on Euro 60/MWh new-entrant power price in Germany, Euro 25 Carbon, ol
at $60/bbl). German power prices have continued to rise in recent weeks with oil and coal at
record levels. German forward prices have been rising (driven by coal, gas and CO, certificate
prices) over the last couple of weeks and E.ON continues to be a major gainer from rising
power prices given that 50% of its 2006 power generation came from nuclear power. We
continue to see input prices increasing with coal prices reaching record levels and gas prices
rising, as can be seen in Figure 50.
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Forward price movements -1 mth -3 mths -6mths -12mths
Brent crude 63% 13% 81% 14 0%
ARA CIF Coal price 103% 238% 34 5% 356%
TTF Gas Price 101% 80% 22% -13.4%
UK NBP gas price 102% 114% 8 9% -7 0%
CO2 emission price 59% -1.1% 30 3% 32 5%
UK electricity price 98% 105% 13 0% 4 0%
German electricity price 31% 19% 54% 38%
Spanish electricity price 17% 36% -1 9% -93%
Scandinavian electricity price 28% 59% 12 2% -6 6%

Source' Deutsche Bank

E.ON power generation most important component in SotP

For E.ON, Power Generation remains the most important component of our SotP valuation
with 24% of total value or Euro 51 per share. We continue to assume a 20-year life extension
of nuclear power plants in Germany, assuming that 50% of nuclear output will be taxed. We
believe that nuclear lifetime extensions are likely to be used to finance subsidies for a further
expansion of renewable energy in Germany. We have assumed a lifetime extension of
around Euro 9 in our TP valuation.
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Deutsche Bank |

Euro m Euro/share Comment EBITDA 2008E Implied EV/EBITDA

Central Europe (Electricity) 45,637 76 6478 70
Generation (Germany/Europe ex Scandi) 30,428 51 Based on plant by plant SoTPs at €60/MWh 5483 72
German Transmission network 2,495 4 Based on estimated RAB
German Elec Distr Networks 6,433 11 Based on estimated RAB
German Gas Distr Networks 3,282 5  Based on 7.5x 2008E EV/EBITDA 438 75
CEE distr. Assets 3,000 5  Based on 50% premium to acquisition price 558 54
Pan-Europe Gas 24,589 41 3N 78
Gas Upstream/Midstream 19,144 32  Based on 8x 2008E EV/EBITDA 2393 80
Gas Downstream {incl Thuga) 5,445 9  Based on 7x 2008E EV/EBITDA 778 70
UK (Powergen) 11,340 18 1825 62
UK Generation 5,437 Based on plant by plant SoTPs
UK Retail Supply 2,528 4 Based on £200 per discreet customer
Midland and East Midiands Distr 3.375 Based on 10% premium to RAB in March 07
Nordic 10,029 17 1374 7.3
Southern Europe 10,000 17 Based on acquisition price 1392 72
US Mid-West (LG&E) 4,262 7  Based on comparable US companies 533 80
Holding Costs -3,318 -6 Apply Group multiple -415 80
Gazprom Stake 11,163 19 6 4% stake at current market prices with 10%

discount for CGT
SPP stake + Gasum Oy stake 1,149 2 SPP based on acquisition price Gasum Oy on

15x 2006 multiple
BKW Stake 861 1 Based upon current market price
Shares in unconsolidated affiliates 859 1 Book value
Share investments, associates, LT 11,470 19 Book value (excluding those above and in CEE
securities and German generation)
Total Assets 127,842 212 14357 89
Net Debt {year-end 2007E) -10,214 -17  Based on net debt but excluding securities held

as fixed assets
Other financial assets 446 1 Financial Receivables from affiliates and

associates
Nuclear provisions -9,521 -16  Adjusted nuclear decommissioning provision
Other provisions -12,801 -2t Pensions, taxes, personnel and environmental

costs
Minorities -8,328 -14  Based on 2008 P/E of 12
Total Equity 87,424 145
Total shares 602
Value per share 145

Source: Deutsche Bank estimates

Deutsche Bank AG/London
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E.ON trades at a discount to the sector

Year-to-date the Utilities sector has risen 10% versus the MSCI Europe 6.5% and E.ON 25%
(6" best performer in Europe). Nevertheless, E.ON continues to trade at a discount, at 14.3x
P/E O8E and 8x EV/EBITDA 08E versus the sector at 16.3x P/E 2008E. 8.8x EV/EBITDA 08E
and a 3.6% dividend yield At our target price, E.ON would trade at 8 6x EV/EBITDA and 16x
P/E 2008E, a 5-6% discount versus the sector at 8.8x EV/EBITDA and 17x P/E 2008E.

Country Company Curren Target Rec. Mkt EV  EV/EVITDA {x) Adjusted P/E {x} CAGR Dividend Yield (%) CAGR
t Price Price Cap (EURb in EPS in DPS
{EURb n} {%) {%)
n)
2006 2007E 2008E 2006 2007E 2008E 2006 - 2006 2007E 2008E 2006 -
2008E 2008E
Austria Verbund 402 350 Hold 124 125 119 116 111 230 206 191 139 20 25 27 211
Czech Republic  CEZ 1273.0 11700 Buy 274 283 77 108 99 173 226 203 156 18 16 20 300
Finland Fortum 260 240 Hold 231 244 105 105 106 170 177 183 87 62 50 50 16
France Gaz de France 365 460 Buy 359 373 58 74 65 124 162 138 62 38 36 40 149
Suez SA 414 530 Buy 537 741 85 84 82 115 128 114 130 37 33 38 150
Veolia Environment 609 560 Hold 283 414 80 99 90 208 313 243 80 24 23 24 175
Germany EON 1292 1450 Buy 857 1019 70 75 78 144 167 143 152 36 31 36 165
RWE 885 940 Buy 498 586 68 74 68 163 149 131 240 49 43 37 39
Greece Public Power Corp 276 260 Hold 64 106 111 136 109 900 1202 338 966 08 07 21 887
Italy Snam Rete Gas 44 46 Buy 82 140 90 97 90 162 185 163 90 51 47 52 100
Portugal Energias de 41 45 Buy 151 287 108 111 NA 122 187 NA NA 36 3.1 NA NA
Portugal
Spain Aguas de Barcelona 274 223 Hoid 40 56 95 85 76 306 264 210 207 17 18 18 50
Enagas 179 192 Hold 43 59 104 100 100 198 180 166 9.1 26 29 32 99
Gas Natural 384 362 Hold 172 207 83 96 89 177 200 186 185 3B 27 30 82
Iberdrola 105 125 Buy 525 777 93 123 104 170 206 172 210 146 75 103 19
Red Electrica 360 510 Buy 49 76 116 106 95 250 220 170 212 25 28 36 194
Union Fenosa 421 420 Hold 128 187 84 92 81 161 176 137 208 31 33 40 279
Switzerland BKW 1266 150.0 Buy 40 27 78 103 95 186 238 224 53 23 21 21 00
EGL 1323.0 1360 0 Hold 21 19 62 83 84 94 134 133 40 21 15 1.7 108
UK British Energy 554 0 6600 Buy 82 115 72 70 54 128 140 109 66 24 65 72 717
Group Pl
Centrica 3860 3400 Hold 204 223 63 62 68 165 123 1865 100 37 39 41 189
Drax Group Pic 6065 9500 Buy 30 34 55 42 486 82 59 65 -16 161 139 107 -286
Internationa! Power 4458 3000 Hold 96 143 76 83 80 144 165 165 136 26 23 24 173
National Grid 7615 8000 Buy 288 533 89 85 78 140 128 124 135 43 45 48 133
Kelda 8930 83900 Hold 38 73 11t 103 95 151 134 M9 148 38 42 44 98
Northumbrian Water  331.0 3400 Buy 25 56 109 111 111 111 124 129 12 4.1 36 38 58
Group
Pennon Group 6206 5600 Hold 31 55 118 117 16 167 174 177 75 37 31 33 49
Scottish & Southern  1478.0 13000 Hold 184 215 112 107 106 166 157 156 32 37 40 43 70
Severn Trent 14330 15000 Buy 48 97 97 94 91 185 172 1863 31 45 46 48 59
United Utilities 7140 7100 Hold 85 141 93 103 96 131 152 137 -17 63 65 67 29
Sector weighted average 9.3 9.9 8.0 208 213 183 152 3.8 34 39 142
Sector simple average* 89 96 88 162 174 158 42 39 4.2

Source Deutsche Bank
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Risks

The main risks to our valuation: Gas and carbon prices are lower in future than we now
assume and/or the European carbon-trading scheme breaks down in the future, thereby
making conventional coal the new entrant of choice and in turn reducing our long-term
power-price forecast. The other key downside risk to our valuation and earnings estimates is
the future impact of utility regulation in Germany.

With regard to utility regulation we continue to assume a lifetime extension of nuclear power
which is around 9 Euro per share in our SotP valuation. Also a further tightening of grid
regulation might negatively impact our SotP.

With its investment in Russia with OGK-4 also country risks have increased and any delay in
liberalizing the Russian power market would have a negative impact.
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Important Disclosures
Additional information available upon request

Company Ticker Recent price* Disclosure

E.ON EONG.DE 127.67 (EUR) 11 Oct 07 2,6,7,8,14,15,17,5D11

*Prices are sourced from local exchanges via Reuters. Bloomberg and other vendars  Data is sourced from Deutsche Bank and subject companies

Important Disclosures Required by U.S. Regulators

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States. See
“Important Disclosures Required by Non-US Regulators” and Explanatory Notes.
2. Deutsche Bank and/or its affiliate(s) makes a market in securities issued by this company.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company
calculated under computational methods required by US law.

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment
banking or financial advisory services within the past year.

8. Deutsche Bank and/or its affiliate(s) expects to receive, or intends to seek, compensation for investment banking services
from this company in the next three months.

14 Deutsche Bank and/or its affiliate(s) has received non-investment banking related compensation from this company within
the past year.

15 This company has been a client of Deutsche Bank Securities Inc. within the past year, during which time it received non-
investment banking securities-related services.

Important Disclosures Required by Non-U.S. Regulators

Please also refer to disclosures in the “Important Disclosures Required by US Regulators” and the Explanatory Notes
2. Deutsche Bank and/or its affiliate(s) makes a market in securities issued by this company.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company
calculated under computational methods required by US law

7. Deutsche Bank andfor its affiliate(s) has received compensation from this company for the provision of investment
banking or financial advisory services within the past year.

17. Deutsche Bank and or/its affiliate(s) has a significant Non-Equity financial interest (this can include Bonds, Convertible
Bonds, Credit Derivatives and Traded Loans) where the aggregate net exposure to the following issuer(s), or issuer(s)
group, is more than 25m Euros

Special Disclosures

11. Deutsche Bank AG and/or an affiliate(s} is acting as advisor to Statkraft AS in relation to its swap of its stake in E.ON's
Swedish unit for assets in Germany and Sweden

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com.
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Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject
issuer and the securities of the issuer In addition, the undersigned lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. Lars Slomka

(as of 11/10/2007)

H0.00 Previous Recommendations
Strong Bu
2000 By
Market Perform
Underperform
o 0000 Not Rated
2 Suspended Rating
o 8000 Current Recommendations
>
= Buy
> 60.00 Hold
® Sell
%] Not Rated
4000 Suspended Rating
*New Recommendation Structure
20.00 as of September 9, 2002
000 L ‘ , ‘ o . . -
Oct04 Jan05 Apr05 Jul05 Oct05 Jan06 Apr06 Jul06 Oct06 Jan07 Apr07 Jul07
Date
1 3/3/2005: Buy, Target Price Change EUR75 50 6 17/2/2006: Buy, Target Price Change EUR102 00
2 9/6/2005: Buy, Target Price Change EURB0 00 7 14/3/2006: Buy, Target Price Change EUR105 00
3 13/7/2005: Buy, Target Price Change EURB3 50 8 15/8/2006: Buy, Target Price Change EUR110.00
4 23/11/2005: Buy, Target Price Change EUR8B7 00 9 17/1/2007: Buy, Target Price Change EUR118 00
5. 1/2/2006: Buy, Target Price Change EUR99.00

Buy: Based on a current 12- month view of total share-holder

return (TSR = percentage change in share price from current 400
price to projected target price plus pro-jected dividend yield )
, we recommend that investors buy the stock. 300
Sell: Based on a current 12-month view of total share-holder 200
return, we recommend that investors sell the stock
100
Hold: We take a neutral view on the stock 12-months out
and, based on this time horizon, do not recommend either a 0
Buy or Sell.
Y Buy Hold Sell
Notes:
1. Newly issued research recommendations and target prices - - - ]
always supersede previously published research. [ Companies Covered B Cos. w/ Banking Relationship i
2. Ratings definitions prior to 27 January, 2007 were: European Universe

Buy: Expected total return (including dividends) of 10%
or more over a 12-month period

Hold: Expected total return (including dividends) between
-10% and 10% over a 12-month period

Sell: Expected total return (including dividends) of -10% or
worse over a 12-month period
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Regulatory Disclosures
SOLAR Disclosure

For select companies, Deutsche Bank equity research analysts may identify shorter-term trade opportunities that are
consistent or inconsistent with Deutsche Bank's existing longer term ratings. This information is made available only to
Deutsche Bank clients, who may access it through the SOLAR stock list, which can be found at htip://gm.db.com

Disclosures required by United States laws and regulations

See company-specific disclosures above for any of the following disclosures required for covered companies referred to in
this report: acting as a financial advisor, manager or co-manager in a pending transaction; 1% or other ownership;
compensation for certain services; types of client refationships, managed/comanaged public offerings in prior periods;
directorships; market making and/or specialist role.

The following are additional required disclosures:

Ownership and Material Conflicts of Interest: DBSI prohibits its analysts, persons reporting to analysts and members of their
households from owning securities of any company in the analyst's area of coverage.

Analyst compensation: Analysts are paid in part based on the profitability of DBSI, which includes investment banking
revenues

Analyst as Officer or Director: DBSI policy prohibits its analysts, persons reporting to analysts or members of their households
from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage
Distribution of ratings: See the distribution of ratings disclosure above.

Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if
with respect to multiple companies which are the subject of this report, on the DBSI website at http://gm.db.com.

Additional disclosures required under the laws and regulations of jurisdictions other
than the United States

The following disclosures are those required by the jurisdiction indicated, in addition o those aiready made pursuant to United
States laws and regulations.

Analyst compensation: Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which
includes investment banking revenues

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU: A general description of how Deutsche Bank AG identifies and manages conflicts of interest in Europe is contained in our
public facing policy for managing conflicts of interest in connection with investment research.

Germany: See company-specific disclosures above for (i) any net short position, (i) any trading positions {iii} holdings of five
percent or more of the share capital. In order to prevent or deal with conflicts of interests Deutsche Bank AG has
implemented the necessary organisational procedures to comply with legal requirements and regulatory decrees. Adherence
1o these procedures is monitored by the Compliance-Department

Hong Kong: See http://gm.db.com for company-specific disclosures required under Hong Kong regulations in connection with
this research report. Disclosure #5 includes an associate of the research analyst. Disclosure #6, satisfies the disclosure of
financial interests for the purposes of paragraph 16.5(a) of the SFC's Code of Conduct (the "Code"). The 1% or more interests
is calculated as of the previous month end. Disclosures #7 and #8 combined satisfy the SFC requirement under paragraph
16.5(d) of the Code to disclose an investment banking relationship.

Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the
Japanese Securities Dealers Association or the Japanese Securities Finance Company.

Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a licence in the Russian Federation.

South Africa: Publisher: Deutsche Securities (Pty) Ltd, 3 Exchange Square, 87 Maude Street, Sandton, 2196, South Africa.
Author: As referred to on the front cover. All rights reserved. When quoting, please cite Deutsche Securities Research as the
source

Turkey: The information, interpretation and advice submitted herein are not in the context of an investment consultancy
service. Investment consultancy services are provided by brokerage firms, portfolio management companies and banks that
are not authorized to accept deposits through an investment consultancy agreement to be entered into such corporations and
their clients. The interpretation and advices herein are submitted on the basis of personal opinion of the relevant interpreters
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and consultants. Such opinion may not fit your financial situation and your profit/risk preferences. Accordingly, investment
decisions solely based on the information herein may not result in expected outcomes.

United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in
the rules of the Financial Services Authority, should read this research in conjunction with prior Deutsche Bank AG research on
the companies which are the subject of this research.

Page 38 Deutsche Bank AG/London



European locations

Deutsche Bank AG London
1 Great Winchester Street
London EC2N 2EQ

Tel: {44} 20 7545 8000

Deutsche-Bank AG,
Seccursale de Paris
3, Avenue de Friediand
75008 Paris Cedex 8
France

el: {33) 1 44 95 64 00

Deutsche Bank AG
Equity Research

GroRe Gallusstrafie 10-14
60272 Frankfurt am Main
Germany

Tel: (49) 699100

Deutsche Bank Sim S.p.a
Via Santa Margherita 4
20123 Milan

Italy

Tel: (39) 024 024 1

Deutsche Bank AG
Herengracht 450
1017 CA Amsterdam
Netherlands

Tel: {31} 20 555 4911

Deutsche Securities
SVB SA

PO de la Castellana, 42
7th Floor

28046 Madrid

Spain

Tel: {34) 91 782 8400

Deutsche Bank AG
Stureplan 4 A, Box 5781
S-114 87 Stockholm
Sweden

Tel: (46) 8 463 5500

Deutsche Bank AG, Helsinki
Kaivokatu 10 A, P O Bvox 650
FIN-00101 Helsinki

Finland

Tel: {358} 82525250

Deutsche Bank AG
Hohenstaufengasse 4
1010 Vienna

Austria

Tel {43) 15318 10

Deutsche UFG

Aurora business park

82 bid 2 Sadovnicheskaya street
Moscow, 115035

Russia

Deutsche Bank AG
Uraniastrasse 9

PO Box 7370

8023 Zurich
Switzerland

Tel: (41} 1 224 5000

Tel: {7) 485 797-5000

International locations

Deutsche Bank Securities Inc. Deutsche Bank AG London Deutsche Bank AG Deutsche Bank AG
60 Walil Street 1 Great Winchester Street Grole Gallusstrale 10-14 Deutsche Bank Place
New York, NY 10005 London EC2N 2EQ 60272 Frankfurt am Main Leve! 18

United States of America
Tel: (1} 212 250 2500

United Kingdom
Tel: {44) 20 7545 8000

Germany
Tel: (49) 69 9100

Corner of Hunter & Phillip Streets
Sydney, NSW 2000

Australia

Tel: (61) 2 8258 1234

Deutsche Bank AG
tevel b5

Deutsche Securities Inc.
2-11-1 Nagatacho

Cheung Kong Center Sanno Park Tower

2 Queen’s Road Central Chiyoda-ku, Tokyo 100-6171
Hong Kong Japan

Tel: {852} 2203 8888 Tel: (81) 35156 6701

Global Disclaimer

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively “Deutsche Bank ™) The information herein is believed by Deutsche Bank to be relisble and has been obtained
from public sources believed to be reliable With the exception of information about Deutsche Bank. Deutsche Bank makes no representation as to the accuracy or completeness of such information

This published research report may be considered by Deutsche Bank when Deutsche Bank is deciding to buy or sell proprietary positions in the securities mentioned in this report

For select companies, Deutsche Bank equity resesrch analysts may identify shorter-term opportunities that are consistent or inconsistent with Deutsche Bank's existing. longerterm Buy or Sell recommendations This
information is made available on the SOLAR stock list. which can be found at http/lgm db com

Deutsche Bank may trade for its own account as a result of the short term trading suggestions of analysts and may also engege in securities transactions in a manner inconsistent with this research report and with respect to
securities covered by this report. will seli 1o or buy from customers on a principal basis Disciosures of confiicts of interest. if any. are discussed at the end of the text of this report or on the Deutsche Bank website at
http:/fam db com

Opinions. estimates and projections in this report constitute the current judgement of the author as of the date of this report They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without
notice Deutsche Bank has no obligation to update. modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated herein. or any opinion. projection, forecast or estimate set forth herein
changes or subsequently becomes inaccurate. except if research on the subject cormpany is withdrawn Prices and availability of financial instruments also are subject to change without notice This report is provided for
informational purposes only It is not to be construed as an offer to buy or sell or a solicitation of an offer 10 buy or sell any financial instruments or to participate in any particular trading strategy in any jurisdiction or as an
advertisement of any financial instruments

Derivative transactions involve numerous risks including. smong others. market. counterparty default and illiquidity risk The appropriateness of otherwise of these products for use by investors is dependent on the investors
own circumstances including their tax position. their regulatory environment and the nature of their other assets and liabilities and as such Investors should take expert legal and financial advice before entering into any
transaction similar 10 or inspired by the contents of this pubfication Tradmg in options involves risk and is not suitable for all investors Prior to buying or selling an option investors must review the "Characteristics and Risks of
Standardized Options.” at bttp://www optionsclearing com/publications/risks/riskchapi jsp If you are unabie to access the website please contact Deutsche Bank AG at +1 {212} 250-7984. for a copy of this important document
Furthermore. past performance is not necessarily indicative of future results Please note that multi-leg options steategies wilt incur multipie commissions

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions using their own independent advisors as they believe necessary and based upon
their specific financial situations and investment objectives If a financial instrument is denominated in 8 currency other than an investor's currency. a change in exchange rates may adversely affect the price or value of. or the
income derived from. the financia! instrument. and such investor effectively assumes currency risk In addition. income from an investment may fluctuate and the price or value of financial instruments described in this report
either directly or indirectly. may rise or fall Furthermore. past performance is not necessarily indicative of future resuits

Unless governing law provides otherwise. all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction  In the U'S this report is approved and/or distributed by Deutsche Bank
Securities Inc . 2 member of the NYSE, the NASD. NFA and SIPC. In Germany this report is approved and/or communicated by Deutsche Bank AG Frankiurt authorised by Bundesanstat fir Finanzdienstieistungsaufsicht In the
United Kingdom this report is approved and/or communicated by Deutsche Bank AG London. a member of the London Stack Exchange and regulated by the Financial Services Authority for the conduct of investment business in
the UK and authorised by Bundesanstalt fiir Finanzdienstleistungsaufsicht (BaFin). This report is distributed in Hong Kong by Deutsche Bank AG. Hong Kong Branch. in Korea by Deutsche Securities Korea Co and in Singapore
by Deutsche Bank AG. Singapore Branch In Japan this report is approved and/or distributed by Deutsche Securities Inc The information contained in this report does not constitute the provision of investrent advice In
Australia. retaif clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product referred to in this report and consider the PDS before making any decision about whether to acquire the
product Deutsche Bank AG .Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number in South Africa: 1988/003298/10) Additional information relative to securities. other financiat products or
issuers discussed in this report is available upon request This report may not be reproduced. distributed or published by any person for any purpose without Deutsche Bank's prior written consent Please cite source when
quoting

Copyright © 2007 Deutsche Bank AG 01/2007

GRCM2007PRODO11591







Equity Research

31 January 2008

Utilities

Research analyst(s)
Peter Wirtz +49(0)211 826 3579
peter.wirtz@westib.de

|RWE

| Buy €83.2
(Remains Unchanged)

fi Target Price: €101.0(112.0)
| Reuters Code: RWEG DE
I Bloomberg Ticker: RWE GR

Current recommendation since  06/12/2007
Previous recommendation was Hold
For disciosures and statements required by

regulatory bodies, please click on this fink:
hitp:/iresearch.westib.com/disclosure

€9.6

€11.5(12.0)
IBE MC
IBE SM

Current recommendation since  27/04/2007
Previous recommendation was Hold

For disclosures and statements required by
regulatory bodies, please click on this link:

HEDF

{Add €695
Il (Remains Unchanged)

l| Target Price: €81.0 (92.0)
n Reuters Code: EDF.PA
Bfoomberg Ticker: EDF FP

Current recommendation since  01/11/2007
Previous recommendation was Hold

For disclosures and statements required by
regulatory bodies, please click on this fink:

http:/iresearch westib.com/disclosure

Add €126.2

€142.0 (158.0)
| Reuters Code: EONG.F
|| Bloomberg Ticker: EOA GR

Current recommendation since  23/03/2007
Previous recommendation was Hold
For disclosures and statements required by

regulatory bodies, please click on this link:
hitp:/iresearch.westib.com/disclosure

WestLB

Incorporating higher risk premiums
(part I: RWE, Iberdrola, EDF, E.ON)

RWE remains our no 1 pick

Ahead of the companies’ final results we have updated our models and
incorporated a higher risk premium for all of our utility stocks (5% instead of
49). The negative impact on fair values for our coverage universe has been
partly compensated by interest rates which are on the way down. All in all, this
led to 79 lower target prices on average. In terms of our share ranking the new
ranking looks pretty much the same compared to our Utilities-Outiook-2008-
study. RWE continues to be our no 1 pick as we believe that the company can
unlock some of its valuation potential with a revised strategy.

Higher risk premium included. in general, we have raised our equity premium
from 4% to 5% for our utility stocks to incorporate the uncertainties of the current
market turmoil. With focus on the metrics of the utilities market we are not
concerned about the earnings momentum for the sector as a whole, at least not for
the short term. For our coverage universe on average, we expect EPS growth of
13% for 2008 and 11% for 2010. Due the high multiples of the sector investors are
probably more open to incorporate some risk stories with discounts into the stocks’
valuations.

Utilities: ranking list

Closing price  Target price  Target price Upside

Company Rating 30/01/08 OLD NEW potential (%)

i RWE Buy € 832 1120 1010 21.4
2 berdrola Add € 96 12.0 115 203
3 EDF Add € 69.5 920 810 16.5
4 EON Add € 125.8 158.0 1420 12.9
5 Enel Add € 7.3 9.0 8.0 103
6  Fortum Hoid € 274 325 300 9.5
7  Veolia Hold € 555 685 60.0 8.1
8  Nationa! Grid Hold p 789.0 8700 850.0 7.7
9  Suez Hold € 404 470 440 89
10 Gaz de France Hold € 356 40.5 385 8.0
11 Centrica Hold p 320.8 345.0 345.0 76
12 Scottish and Southern Reduce p 1522.0 15000 1500.0 -1.4
Median 9.2

Source WestLB Research estimates

Cross check to verify our calculations. For the valuations of the generation assets
we have included a scenario analysis being taken from our Utility-Outlook-study. We
have incorporated our base case scenario with 50%, the optimistic scenario with
10% and the two bear case scenarios with 40% into our calculation. Our base case
scenario assumes that the crude oil price will stay at USD80/bbI this year, hard coal
prices including freight at €70/t and CO2-costs at €22/t. (For further details see
Utilities Outlook 2008, 8 January 2008). Above all, this scenario analysis would



affect the companies linked to the electricity price story most (EDF, Fortum, RWE).
In addition, we have incorporated some premium or discounts for stories which
could affect the sentiment (see table below).

Utilities: Cross check {hypothetical calculation)

Fair value  Bear case  Sentiment  Fairvalue  Premium/
OLD scenario issues NEW Discount Remarks
RWE € 112.0 -6.3 -5.6 100.1 5% CO2-risk, M&A
EDF € 102.0 -53 -15.3 814 -15% Low visibility of electricity price story; stock overhang
E.ON € 158.0 -5.2 -7.9 144.9 -5% Uncertainties of regulation (gas midstream)
Iberdrola € 12.0 -0.2 00 118 0% M&A-speculations leveiled out by some valuation adjustments
(e.g renewables)
Enel € 93 -G.3 -0.9 81 -10% Stock overhang; discussion about refinancing Endesa
Fortum € 325 -1.0 -0.3 312 1% Adjustment of value of Hafslund participation
Veolia € 68.5 00 -B.2 60.3 -12% Assuming that valuation premium vs utiiity sector will riot
exceed further
National Grid p 8700 00 -26.1 8439 -3% Reducing premium on RAV for UK business
Suez € 470 -1.3 -1.9 438 -4% Incorporating only 75% of merger synergies
Gaz de France € 405 00 -2.0 385 5% incarporating only 75% of merger synergies
Centrica p 345.0 -1.0 0.0 3440 0% B
Scottish and Southern  p  1,325.0 -23.0 198.0 1,500.0 15% M&A-premium

Source WestLB Research estimates

B RWE with an update on its strategy by 22 February. RWE should have recorded

earnings growth which is above the sector average. We also believe that the
company can give further feeway how to optimize its electricity generation portfolio.
But one should not expect this strategy to turn around the company within three
years. In addition, RWE will probably do its outer most to sell American Water
Works in the course of 2008.

Iberdrola - the takeover speculation is on. While it would be delicate political issue
to approach Iberdrola by EDF we believe hat some support should come from
speculations that other utilities (e.g. E.ON) could be interested to buy further assets
in Spain. Here a minority stake in Iberdrola could provide a wild card for
exchanging assets for Iberdrola shares. Therefore, the target price includes a
premium of 10%6 vs the fair value based on the .

EDF still delivers the best electricity price story. But the stock market is probably
less attracted to incorporate the full upside of this story into EDF's valuations.
Earnings momentum is only siowly getting pace. EDF delivers CAGR EBIT of 7.8%
p.a. between 2006 and 2010 which is below the sector average of 11% p.a.
according to our calculations. And there is still the issue of stock overhang as the
French government aims to offer a second tranche of EDF stocks in H1 2008.

E.ON in delivery mode. E.ON’s performance has been a bit weaker than the
sector’s performance this year. In our view, this is mainly coupled with profit-taking
following the stock’s strong performance over the fast few months. In our view, we
do not believe that E.ON is in the driver’s seat in a speculated consolidation in the
Spanish utility sector. But we would not rule out that E.ON could be interested to
hold a share package in Iberdrola to have the chance to switch shares for assets.

Peter Wirtz
31 January 2008
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Valuation and Risk assessment; Recommendations

Unless otherwise stated in the text of this report, target prices in this report are based on either a discounted cash flow valuation or comparison of valuation ratios with companies seen by the analyst as comparable or a
combination of the two methods. The result of this fundamentat valuation is adjusted to reflect the analyst's views on the fikely course of investor sentiment.
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We expect raised guidance in 2008 — price target up to EUR 165 & we remain buyers
When we reinstated coverage of E.ON back in July (see E.ON, Tough targets, tight ship, dated July 19, 2007) we based our positive
stance on a strategic plan that ticked a lot of boxes, although our estimate for 2010E EBIT of EUR 11.3bn was below E.ON's target of
EUR 12.4bn, largely due to our inclusion of EUR 43.3bn of capex over 2007-10 as opposed o E.ON's target of EUR 54bn.

E.ON’s progress in delivering this plan has been rapid with acquisitions in Russia (OGK-4), Iberia (EnergiE2) and the US (Airtricity), the
pending buyout of the E.ON Sverige minorities, and a successful first stage of the share buyback programme. Coupled with strong
9MO7 results, the stock has reached our price target and hence we have revisited our analysis. Further detalls are set out below, but we
have raised both our earnings estimates to above consensus, and increased our price target to EUR 165 (from EUR 140).

Lehman Brothers does and seeks to do business with companies covered in its research reports. As a result, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.

Customers of Lehman Brothers in the United States can receive independent, third-party research on the company or
companies covered in this report, at no cost to them, where such research is available. Customers can access this
independent research at www.lehmanlive.com or can call 1-800-2LEHMAN to request a copy of this research.

Investors should consider this report as only a single factor in making their investment decision.

This research report has been prepared in whole or in part by research analysts employed by foreign affiliates of Lehman
Brothers Inc. who, while qualified in their home jurisdictions, are not registered / qualified with the NYSE or NASD.

PLEASE SEE ANALYST(S) CERTIFICATION(S) ON PAGE 7 AND IMPORTANT DISCLOSURES
INCLUDING FOREIGN AFFILIATE DISCLOSURES BEGINNING ON PAGE 8
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In a sector where we believe upside could be limited in 2008 after four years of outperformance, E.ON continues to stand out as an
attractive stock, with 16% total return on offer over 12 months, strong eps growth (15.1% CAGR 2006-10E) and dividend growth (18%
CAGR 2006-10E) all in the upper quartile of what we see on offer in the utilities space. We reiterate our 1-O/W rating with E.ON one of
preferred picks.

e We now factor in investment of EUR 52.5bn over the period 2007-10 with our 2010E EBIT estimate of EUR 13.2bn being above
E.ON's target, and we expect that E.ON will raise its guidance when it reports its FY 2007 results and outlines its investment plan
on 6 March.

¢  This supports higher earnings estimates which we have raised by 9% in 2008E and 8.3% in 2009E, positioning us above
consensus in both years. Our eps CAGR over 2006-10E rises to 15.1%, up from 12%.

e QOurdividend estimates reflect our higher earnings estimates, and we have increased these by 5.4% in 2008E and 6.5% in 2009E,
again positioning us above consensus in both years. Our dps CAGR over 2006-10E rises to 18.0%, up from 16.2%, firmly in the
upper quartile of the sector.

* E.ONis half-way through its EUR 7bn share buyback programme and we expect the remainder o be executed in 2008. We
continue to believe that this will provide support to the stock, as we expect E.ON to exploit any weakness.

e Qurlong-term power price assumption of EUR 60/MWh could well prove to be conservative if commodity prices remain high, and
although not as leveraged into power prices as RWE when Germany only is considered, taking into account its Nordic and UK
portfolios, we estimate that each additional EUR 1/MWh on the power price would add EUR 2/share to our price target. E.ON is
also Germany's largest nuclear producer, and should a decision be taken post the 2009 election to revise the nuclear consensus
and revert to a 40-year operating life, EUR 10.7/share would be added to our valuation.

Higher earnings estimates — we are now above consensus

Our updated assumptions discussed in more depth below have resulted in higher earnings forecasts for the next three years and
beyond, as shown in the summary table. The change is material in 2008E and 2009E, where higher power prices both in Germany and
the UK, an improved outlook at RWE Energy, and a lower effective tax rate all combine to boost earnings. We also expect that the
direction of consensus estimates will be upwards. Our estimates point to a 14.9% CAGR in earnings over a five-year period, although
dividend growth is expected to be lower given the 80% payout ratio in 2006.

Figure 1: E.ON — earnings revisions (EUR m)

2007E 2008E 2009E
EBITDA - old 12,047 13,665 15,070
EBITDA - new 12,342 14,862 16,670
Change 2.5% 8.8% 10.6%
Consensus 12,118 13,665 14,858
Difference 1.9% 8.8% 12.2%
Operating profit - old 8,615 9,693 10,835
Operating profit - new 9,088 10,902 12,284
Change 5.5% 12.5% 13.4%
Consensus 8,935 10,155 11,060
Difference 1.7% 7.4% 11.1%
EPS - old 7.68 8.63 9.93
EPS - new 8.24 9.40 10.76
Change 7.3% 9.0% 8.3%
Consensus 7.94 9.01 9.98
Difference 3.8% 4.4% 7.8%
DPS - old 4.00 4.65 5.35
DPS - new 410 4,90 5.70
Change 2.5% 5.4% 6.5%
Consensus 4.00 4.67 5.30
Difference 2.4% 5.0% 7.6%

Source: Company data, Lehman Brothers estimates, Reuters

e in 2007E, we have increased our EBIT estimates for Central Europe (year-to-date performance, higher power prices), Pan-
European Gas (year-to-date performance/IFRS changes) and Nordic (higher hydro output/hedging activities), and decreased
them for the UK (adverse market conditions in 4Q07) and the US (adverse currency movements).

e In 2008E, our operating profit estimate has jumped by over 12%, positioning us well ahead of consensus. Part of this change is
due to the incorporation of OGK-4, Airtricity & EnergiE2, but this only accounts for 2%. The biggest jump comes in the Central
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European business (+ EUR 1,276m) benefits from an increase in our estimate of the achieved power price (up to EUR
53.3/MWh from EUR 48.2/MWh) and a better free allocation of CO, (50-55%) than we had expected. The increase in the Pan-
European Gas business (+ EUR 179m) is largely due to IFRS, the fall in the UK (- EUR 480m) factors in our view of a tougher
retail environment next year, the increase in Nordic (+ EUR 102m) is a follow on from a higher contribution in 2007, while the
fall in the US (- EUR 28m) is currency related.

The trend is similar in 2009E with an increase over 13%, although excluding the contribution OGK-4, Airtricity & EnergiE2, the
increase would be a little short of 10%. As above the principal contributor to the increase is the Central European business
where our power price assumption has been raised to EUR 56.6/MWh from EUR 52.4/MWh and better than expected
allocation of COs.

The higher operating profit flows through to the bottom line, although higher minorities partially erodes, with our estimates
increasing by 9% and 8.3% for 2008E and 2009E respectively, positioning us 4-8% ahead of consensus. In turn, this drives an
increases in our dividend forecasts of 5.4% for 2008E and 6.5% for 2009E, respectively 5% and 7.6% above consensus.

Valuation increased to EUR 164.5 per share, price target up to EUR 165
Our revised assumptions and changes to earnings estimates have a knock-on impact for our valuation of E.ON's which we continue to
value using a SOTP approach, capturing the drivers of each component of E.ON's diverse business mix.

Comparing our new valuation of EUR 164.5 to our previous valuation of EUR 140.2 is not that simple, as we have taken the opportunity
to tweak our approach to a number of issues, including rolling forward our valuation to end 2008, and including the acquisitions of OGK-
4, Energi E2 and Airtricity’s US assets, but the following are worth noting:

We have factored in a higher long-term power price of EUR 60/MWh (up from EUR 55/MWh) for E.ON’s Central European
power generation business, but have also re-examined load factors technologies, capex costs, assumed a zero CO; allocation
post 2012, and cut our WACC to 6.5% (from 7%) given assumptions of increased leverage. All told the valuation of E.ON's
Central European generation rises by EUR 1.0/share, while rolling forward our valuation of Central Europe East adds EUR
1.5/share.

Increased estimates for the Pan European gas business (EBIT 08E up 8%, EBIT 09E up 10%) and the aforementioned lower
WACC adds EUR 11.8/share. Our revised valuation is equivalent 9.8x EV/EBITDA.

Our valuation of E.ON's Nordic activities have increased by EUR 8.0/share largely due to a re-examination of load factors,
capital costs, and the aforementioned lower WACC.

We have incorporated valuations of E.ON's recent acquisitions. We value OGK-4 at EUR 5.4bn, slightly below the EUR 6bn
EV suggested by E.ON's acquisition cost. We value the renewables business (Energi E2/Airtricity) at EUR 3bn, fractionally
ahead of the acquisition cost and accumulated capex to year-end 2008.

Our valuations of the UK and US activities are virtually unchanged.

The value of the Gazprom stake has fallen by EUR 3.0/share due to the fall in Gazprom's market value and adverse currency
movements.

The increased valuation supports an increase in our price target to EUR 165/share (from EUR 140/share).
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Figure 2: E.ON — sum-of-the-parts valuation (EUR m)

SEGMENT EUR (M) EUR/sh % EV COMMENT

"CENTRAL EUROPE 50,161 82.5 33.0%

Generation - Central Europe 23,378 384 154% Implied value of EUR 731/KW based on plant by plant DCF

German electricity networks 16,752 275 11.0% Benchmarked to other countries/companies

German gas network 4,624 76 3.0% Benchmarked to other countries/companies
5407 89 36% . 8.5x EV/EBITDA 08E

29,666 48.8 19.5%

Pan European Gas 29,666 48.8 19.5% DCF equivalent to 8.8x EV/EBITDA 08E

UK 12,712 20.9 8.4%

Generation 5,289 87 35% Implied value of EUR 396/KW based on plant by plant DCF

Distribution 4,113 68 2.7% 17.3% Implied premium to RAV 08E

Retall 3,309 5.4 2.2% GBP 302 per customer

SOUTHERN EUROPE 11,281 18.5 7.4%

Endesa Europa 6,954 114 4.6% LB valuation

Enel Viesgo 2,761 45 1.8% LB valuation

Endesa assels 1,565 2.6 1.0% ... LB valuation

RENEWABLES 2,984 49 2.0%

ENERG! E2 729 12 0.5% LB valuation using DCF (2008E)

Ariricity 2,255 37 1.5% LB valuation using

RUSSIA 5440 8.9 3.6% )

OGK-4 5,440 89 3.6% LB valuation using DCF (2008E)

NORDIC 13,375 22.0 8.8%

Generation 9,978 16.4 6.6% Implied value of EUR 1162/KW based on plant by plant DCF

Regulated 3,398 56 2.2% o _8.5x EV/EBITDA 08E

US -MIDWEST o o 4,811 7.9 3.2% 8.0x EV/EBITDA 08E, equivalent to US peers

INVESTMENTS IN ASSOCIATES+OTHEF 21,774 35.8 14.3%

Gazprom 11,237 185 7.4% Market value

Oter 10,537 17.3 6.9% 2007E BV (excluding Gazprom)

ENTERPRISE VALUE 152,203 250.2 100.0%

LIABILITIES (52,118) -85.7

Net Financial Debt {25,323) -4186 2008E BV

Nuclear provisions (10,689) -17.6 80% of 2008E BV

Pension provisions (3.885) -6.4 2008E BV

Other liabilities (7,519) -124 50% of 2008E BV

Minority Interest (4,702) 1.7 2008E BV

EQUITY VALUE 100,085 164.5

Year end no of shares 608 3 2008 year-end shares

EQUITY VALUE PER SHARE 164.5

Source: Company data, Lehman Brothers estimates
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Figure 3: E.ON — Operating forecasts, 2005-11E (EUR m)

Year-end December UNIT 2005A  2006A] 2007E  2008E  2009E 2010E  2011E
SALES

Central Europe [em] 24,295  28,380; 29,982 32,655 34,270 35362 36,791
Endesa [Em] 4,577 6,379 6,685 6,646
Pan-European Gas [Em] 17,914 24,987, 25387 26,563 29,286 31,201 33,149
UK [€m] 10,176 12,569 9,509 10,423 10,500 10,577 10,620
Nordic [Em] 3,213 3,204 3,668 3,752 3,812 3,876 3,942
Russia [Em] 997 1,396 1,894 2,278
Renewables [€Em] 211 288 367 439
US-Midwest [Em] 2,045 1,947 1,850 1,887 1,924 1,982 2,042
Corporate Centre [Em] (1,602) (3,328) (3,296) (3,795) (4,113) (4,304) (4,490)
CORE ENERGY [€Em] 56,141 67,759, 67,100 77,270 83,742 87,640 91,417
Discontinued and other activities [Em] 0 0

GROUP TOTAL [Em] 56,141 67,759, 67,100 77,270 83,742 87,640 91,417
EBITDA |

Central Europe L [Em] 5,284 5,484 5,992 6,688 7,513 7,940 8,365
Endesa } [emj 1,212 1,673 1,753 1,801
Pan-European Gas [Em] 1,939 2,839 2,778 3,018 3,138 3,237 3,289
UK [€m] 1,550 1,790 1,738 1,644 1,689 1,720 1,719
Nordic [€m} 1,115 991 1,210 1,276 1,296 1.318 1,340
Russia [€m] 179 399 717 858
Renewables [€m) 163 223 286 341
US-Midwest [em] 365 391 370 377 385 436 449
Corporate Centre [€m] (59) 241 253 303 353 403 403
CORE ENERGY [€m] 10,194 11,736, 12,342 14,862 16,670 17,810 18,566
Discontinued and other activities [€Em] 132 53 0 0 0 0 0
GROUP TOTAL [€Em] 10,326 11,789 12,342 14,862 16,670 17,810 18,566
EBIT

Central Europe [Em] 3,930 4,168 4,697 5,343 6,125 6,505 6,918
Endesa [Em] 820 1,099 1,151 1,194
Pan-European Gas [Em] 1,536 2,106 2,244 2,462 2,547 2,608 2,622
UK [Em] 963 1,229 1,158 1,046 1,066 1,074 1,052
Nordic [€m] 766 619 849 887 872 860 873
Russia [Em] 136 307 605 750
Renewables [€Em] 54 86 124 154
US-Midwest [€Em] 365 391 370 377 385 436 449
Corporate Centre [€Em] (399) (210) (230) (224) (202) (166) (174)
CORE ENERGY [emj} 7,161 8,303 9,088 10,902 12,284 13,197 13,838
Discontinued and other activities [€m] 132 53

GROUP TOTAL f€m] 7,293 8,356 9,088 10,902 12,284 13,197 13,838
EBIT margin [%] 13.0% 12.3% 13.5% 14.1% 14.7% 15.1% 15.1%

Source: Comparny data (2005-064), Lehman Brothers estimates (2007E-11E)
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Figure 4: E.ON — Profit & loss, 2005-11E (EUR m)
Year-end 31 December [UNIT] | 2005A 2006A| 2007E 2008E 2009E 2010E 2011E
SALES 1
Core [Em} 56,141 67,759, 67,100 77,270 83,742 87,640 91,417
Total group Sales [€Em] | 56,141 67,759, 67,100 77,270 83,742 87,640 91,417
Total group EBITDA [€m] 10,326 11,789 12,342 14,862 16,670 17,810 18,566
EBITDA margin [%] 18.4% 17.4% 18.4% 19.2% 19.9% 20.3% 20.3%
Total group EBIT [€m] 7,293 8,356 9,088 10,902 12,284 13,197 13,838
interest charge [€m] (1,027) (948). (1,032) (1,819) (2,224) (2,265) (2,079)
Net book gains [€m] 491 829 1,320 0 0 0 0
Restructuring expenses [€m] (29) 0 0 0 0 0 0
Other non-operating expenses [Em] 440  (2,890) 36 0 0 0 0
PBT [€m] 7,168 5,347 9,412 8,982 10,060 10,932 11,758
Income tax [€m] (2,276) (40), (2,353) (2,470) (2,767) (3,006) (3,234)
PAT [€m] 4,892 5,307 7,059 6,512 7,294 7,926 8,525
Minority interests [€m] (536) (496) (620) (682) (750) (825) (908)
Income/(loss) from discontinued [Em} 3,059 775 (94) 0 0 0 0
Net income (reported) [€m] 7,407 5,586 6,345 5,830 6,543 7,101 7,617
Recurring net income (LB definition) [€m] 3,640 4,682 5,380 5,830 6,543 7,101 7,617
PER SHARE DATA
Reported EPS - basic
EPS - E.ON only [€/sh]  €11.24 €848 €9.72 €905 €1024 €1117 €11.91
EPS - E.ON with Endesa [€/sh] €11.24 €8.48 €9.72 €940 €1076 €11.67 €12.52
Earnings accretion [€/sh] | €0.35 €0.51 € 0.50 € 0.61
Earnings accretion %] 3.9% 5.0% 45%  51%
Adjusted EPS - LB definition
EPS - E.ON only [€/sh] | €552 €6.65 €8.24 €9.05 €1024 €11.17 €11.91
EPS - E.ON with Endesa [€/sh] | €552 €6.65 €824 €940 €1076 €1167 €1252
Earnings accretion [€/sh] | €0.35 €0.51 €0.50 €0.61
Earnings accretion [%] | 3.9% 5.0% 4.5% 51%
DPS
E.ON with Endesa [€/sh] €7.00 €3.35 €4.10 €4.90 €5.70 €6.50 €7.30
Payout ratio [%] | 49.7% 52.1% 53.0% 55.7% 58.3%
Source: Company data (2005-06A), Lehman Brothers estimates (2007E-11E)
Figure 5: E.ON -~ Balance sheet, 2005-11E (EUR m)
Year-end December, EURm [UNIT] 2005A 2006A  2007E 2008E 2009E 2010E 2011E
ASSETS
Intangible assets [Em] 19,488 18,873 18,873 18,873 18,873 18,873 18,873
Tangible assets [em] 41,323 42,712 49,930 68,127 73,665 78,308 79,511
Financial assets [Em] 33,103 34,759 34,759 34,759 34,759 34,759 34,759
Fixed assets [€m] 93,914 96,344 103,562 121,759 127,297 131,940 133,143
Inventories [Em] 2,457 3,990 4,044 4,657 5,047 5,282 5,510
Accounts receivable [€m] 18,180 18,337 18,384 21,170 22,943 24,011 25,046
Other receivables & assets [Em} 1,060 1,760 1,760 1,760 1,760 1,760 1,760
Businesses held for sale [€m] 681 610 610 610 610 610 610
Liquid funds [Em] 9,897 6,187 6,187 6,187 6,187 6,187 6,187
Non-fixed assets [€m] 32,275 30,884 30,985 34,384 36,547 37,850 39,113
Deferred tax [€m] 373 347 347 347 347 347 347
Total assets [€m] 126,562 127,575 134,894 156,490 164,192 170,137 172,602
LIABILITIES & SHE :
Stockholders equity [€m] 44,484 47,845 48,480 48,222 51,785 55,418 59,080
Minority interests [Em] 4,734 3,400 4,020 4,702 5,452 6,277 7.185
Pension provisions [€m] 8,720 3,885 3,885 3,885 3,885 3,885 3,885
Nuclear provisions [Em} 12,950 13,170 13,263 13,361 13,460 13,558 13,645
Other provisions [€m] 12,192 15,038 15,038 15,038 15,038 15,038 15,038
Liabilities of disposed groups [Em] 831 615 615 615 615 615 615
Deferred taxes [em] 8,420 7,913 7,913 8,073 8,233 8,393 8,553
Deferred income [€m] 817 0 0 0 0 0 0
Total liabilities [€Em] 82,078 79,730, 86,414 108,268 112,406 114,719 113,522
Total liabilities and shareholders equity [€m] 126,562 127,575 134,894 156,490 164,192 170,137 172,602

Source: Company data (2005-06A), Lehman Brothers estimates (2007E-11E)
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Figure 6: E.ON — Cash flow, 2005-11E (EUR m)

Year-end December, EURm [UNIT] = 2005A 2006A  2007E 2008E 2009E 2010E 2011E
Net income C[€m] 7,407 5,586 6,345 5,830 6,543 7,101 7,617
Depreciation, amortisation and impairment [Em] 3,030 3,751 3,254 3,960 4,386 4,614 4,728
Working capital [€m] (4,225)  (2,053)  (1,335) (465) (375) (245) (104)
Other ¢ [Em] 332 409 713 940 1,009 1,084 1,155
Cash flow from operating activities - [€m] 6,544 7,693 8,977 10,266 11,564 12,553 13,396
Disposals - [€Em] 6,294 3,954 550 0 0 0 0
Acquisitions [Em] (985)  (1,078).  (3,522) (12,729) 0 0 0
Capex [€m] (2,956)  (4,083) (7,500) (9.428) (9,924) (9,256)  (5,931)
Other - [€m] . (1,911)  (3,2094) 0 0 0 0 0
Total investing cash flows [€m] 442  (4,501) (10,472) (22,157) (9,924) (9,256) (5,931)
Total pre-financing cash flows [€m] 6,986 3,192 (1,495) (11,891) 1,639 3,297 7,465
Financing cash flows ~ [Em] = (6,458) (5,849) (5,710) (6,088) (2,980) (3,468)  (3,955)
Increasel/(decrease) in cash . [€m] 528  (2,657)  (7,205) (17,979)  (1,341) (171) 3,510
Net financial position (net debt year-end) [€m] 1,917 (137)  (7,344) (25,323) (26,664) (26,835) (23,325)
Net Debt/EBITDA {x] -0.2x 0.0x 0.6x 1.7x 1.6x 1.5x 1.3x
Gearing (Debt/Debt+Equity) [%] -4.1% 0.3%: 12.3% 32.4% 31.8% 30.3% 26.0%
Economic debt  [€m] (17,230) (18,231) (26,070) (44,791) (46,911) (47,900) (45,249)

Source: Company data (2005-06A), Lehman Brothers estimates (2007E-11E)

Analyst Certification:

I, Martin Young, hereby certify (1) that the views expressed in this research Company Note accurately reflect my personal views about
any or all of the subject securities or issuers referred to in this Company Note and (2) no part of my compensation was, is or will be
directly or indirectly related to the specific recommendations or views expressed in this Company Note.

Other Team Members:

invernizzi, Susanna (LBIE, London) +39 02 72158632 sinverni@lehman.com
Girardi, Monica (LBIE, London) +39 02 72158285 mgirardi@lehman.com
Aitkenhead, Jamie (LBIE, Londaon) (44) 20 7102 9461 aaitkenh@lehman.com
Musk, John (LBIE, London) (44) 20 7102 4138 imusk@lehman.com

Company Description:

E.ON is Europes second largest utility by market capitalisation with interests across the electricity and gas value chain. Since the
merger of VEBA and VIAG in 2000, E.ON has successfully disposed of its interests in oil, real estate, logistics, telecoms,chemicals and
has met the ministerial conditions requisite for the cornpletion of the Ruhrgas acquisition. in addition, the group has acquired Powergen
(UK), Sydkraft and Graninge (both Sweden) as well as various other interests in Eastern Europe and the Nordic region. As a result of
the successful acquisition of Ruhrgas, E.ON has a 6.4% stake in Gazprom.
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Important Disclosures:

E.ON (EONG.DE)
Rating and Price Target Chart:

EUR 145.61 (28-Dec-2007) 1-Overweight / 2-Neutral

E.ON
Az of 27-Nov-2007
Curency = EUR
A
000 T ¥ T T T H T T 7 T T T ¥ T ¥ T T T T ¥ T T 1 T T T T T T T ‘! ¥ ¥ 7 H
11-04 2-05 5-05 8-05 11-05 2-06 §-08 8-05 14-06 207 5-07 8-07 14-07
— Closing Price A& Price Target

# Recommendation Change ¥ Drop Coverage
Soume . FactSet

Currency=EUR

Date Closing Price | Rating Price Target Date Closing Price | Rating Price Target
20-Jul-07 121.30 140.00 08-Nov-05 75.00 81.00
20-Jul-07 121.30 1 -Overweight 08-Nov-05 75.00 2 -Equal weight

29-Jun-07 124.29 0.00 18-May-05 67.63 77.00
21-Feb-06 95.63 RS -Rating Suspended 06-May-05 67.06 76.00
31-Jan-06 91.93 90.00 10-Jan-05 67.36 70.00

FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART

Lehman Brothers Inc. and/or an affiliate has received compensation for investment banking services from the subject company within
the past 12 months.

Lehman Brothers Inc. and/or an affiliate expects to receive or intends to seek compensation for investment banking services from the
subject company within the next three months,

Lehman Brothers Inc. and/or an affiliate frades regularly in the subject company's shares.

The subject company is or during the past 12 months has been an investment banking client of Lehman Brothers Inc. and/or an affiliate.

Valuation Methodology: Our approach to valuing E.ON is to use a variety a valuation techniques, including a sum-of-the-parts
approach. E.ON's SOTP approach captures the drivers of each component of E.ON's diverse business mix. The valuation of German
generation is based on DCF with a 6.5% discount rate and nuclear liabilities, where we adjust (80% BV) for what we consider to be an
overly aggressive discount rate. The UK business is valued using a DCF for generation and an evaiuation of the outperformance
against targets for the allowed revenue. Gas is also valued using a DCF with an 6.5% discount rate, while we apply multiples to the
Nordic and US businesses. We view E.ON as one of the more attractive opportunities within the sector and our rating remains 1-O/W.

Risks Which May Impede the Achievement of the Price Target: Our target price is based on a sum-of-the-parts valuation. Risks to
this valuation include, but are not limited to, fluctuations in electricity, oil, coal, and carbon prices as well as changes in the regulatory
environment.
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Important Disclosures Continued:

RWE (RWEG.DE) EUR 96.45 (28-Dec-2007) 1-Overweight / 2-Neutral
Rating and Price Target Chart:

RWE

Az of 27-Now-2007
120.00 Currency = EUR
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104.00 - A
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88.00 - A
80.00 - i
72.00 -
64.00 -
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11-04 2-08 5.05 8-05 11-05 2-06 5-06 8-06 11-06 2.07 507 8-07 11.07
— Closing Price A Price Target
# Recommendstion Change ¥ Drop Coverage
Sowrce : FactSet

Currency=EUR

Date Closing Price | Rating Price Target Date Closing Price | Rating Price Target
17-Oct-07 93.01 105.00 31-Jan-06 67.82 72.00
16-May-07 81.49 90.00 08-Nov-05 56.00 65.00
17-Jan-07 80.48 95.00 05-May-05 47.62 56.00
30-Oct-06 78.06 88.00 10-Jan-05 43.30 50.00
11-Sep-06 70.27 85.00 10-Jan-05 43.30 | 1 -Overweight

FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART.

Lehman Brothers Inc. and/or an affiliate has received compensation for investment banking services from the subject company within
the past 12 months.

Lehman Brothers inc. and/or an affiliate trades regularly in the subject company's shares.
The subject company is or during the past 12 months has been an investment banking client of Lehman Brothers Inc. and/or an affiliate.

Risks Which May Impede the Achievement of the Price Target: Our target price is based on a sum-of-the-parts valuation. Risks to
this valuation include, but are not limited to, fluctuations in electricity, oil, coal and carbon prices as well as changes in the regulatory
environment.
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ESEARCH

Important Disclosures Continued:
The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total
revenues, a portion of which is generated by investment banking activities

Company Name Ticker Price (28-Dec-2007) Stock / Sector Rating
E.ON EONG.DE EUR 145.61 1-Overweight / 2-Neutral
Related Stocks Ticker Price (28-Dec-2007) Stock / Sector Rating
RWE RWEG.DE EUR 96.45 1-Overweight / 2-Neutral

Guide to Lehman Brothers Equity Research Rating System:

Qur coverage analysts use a relative rating system in which they rate stocks as 1-Overweight, 2-Equal weight or 3-Underweight (see
definitions below) relative to other companies covered by the analyst or a team of analysts that are deemed to be in the same industry
sector (the “sector coverage universe”). Below is the list of companies that constitute the sector coverage universe:

Abertis (ABE.MC) ACEA (ACE.MI)

AEM (AEMI.MI) Aeroports de Paris (ADP.PA)

ASM Brescia (AMBR.MI) Atlantia (ATL.MI)

Autostrada Torino Milano (ATMI.MI) Biffa (BIFF.L)

British Energy (BGY.L) Centrica (CNA.L)

Cintra (CCIT.MC) Drax Group (DRX.L)

E.ON (EONG.DE) Edison (EDN.MI)

EDP (EDP.LS) Electricité de France (EDF.PA)
Enagas (ENAG.MC) Endesa (ELE.MC)

Enel (ENE].MI) Flughafen Wien (VIEV.VI)

Fortum (FUM1V.HE) Fraport (FRAG.DE)

Gas Natural (GAS.MC) Gaz de France (GAZ.PA)

Groupe Eurotunnel (GET.PA) Iberdroia (IBE.MC)

International Power (IPR.L) Kelda Group (KEL.L)

National Grid (NG.L) Northumbrian Water Group PLC (NWG.L)
Pennon Group (PNN.L) Red Eléctrica de Espafia (REE.MC)
RWE (RWEG.DE) Scottish & Southern Energy (SSE.L)
Severn Trent (SVT.L) SIAS (SIS.MI)

SNAM Rete Gas (SRG.MI) Suez (LYOE.PA)

Terna (TRN.MI) Union Fenosa (UNF.MC)

United Utilities (UU.L) Veolia Environnement (VIE.PA)

Vinci 8. A. (SGEF.PA)

In addition to the stock rating, we provide sector views which rate the outlook for the sector coverage universe as 1-Positive, 2-Neutral
or 3-Negative (see definitions below). A rating system using terms such as buy, hold and sell is not the equivalent of our rating system.
Investors should carefully read the entire research report including the definitions of all ratings and not infer its contents from ratings
alone.

Stock Ratin
1-Overweight - The stock is expected to outperform the unweighted expected total return of the sector coverage universe over a 12-

month investment horizon.

2-Equal weight - The stock is expected to perform in line with the unweighted expected total return of the sector coverage universe
over a 12- month investment horizon.

3-Underweight - The stock is expected to underperform the unweighted expected total return of the sector coverage universe over a
12- month investment horizon,

RS-Rating Suspended - The rating and target price have been suspended temporarily to comply with applicable regulations and/or firm
policies in certain circumstances including when Lehman Brothers is acting in an advisory capacity in a merger or strategic transaction
involving the company.

Sector View

1-Positive - sector coverage universe fundamentals/valuations are improving.

2-Neutral - sector coverage universe fundamentals/valuations are steady, neither improving nor deteriorating.
3-Negative - sector coverage universe fundamentals/valuations are deteriorating.

Distribution of Ratings:

Lehman Brothers Equity Research has 2162 companies under coverage.

39% have been assigned a 1-Overweight rating which, for purposes of mandatory regulatory disclosures, is classified as Buy rating,
30% of companies with this rating are investment banking clients of the Firm.

46% have been assigned a 2-Equail weight rating which, for purposes of mandatory regulatory disclosures, is classified as Hold rating,
34% of companies with this rating are investment banking clients of the Firm.
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12% have been assigned a 3-Underweight rating which, for purposes of mandatory regulatory disclosures, is classified as Sell rating,
22% of companies with this rating are investment banking clients of the Firm.

Lehman Brothers Inc. and lts Foreign Affiliates Involved in the Production of Equity Research

New York London Tokyo
Lehman Brothers Inc. (LBI, New York) Lehman Brothers International (Europe) Lehman Brothers Japan Inc. (LBJ, Tokyo)
745 Seventh Avenue (LBIE, London) Roppongi Hills Mori Tower, 31st Floor
New York , New York 10018 25 Bank Street 6-10-1 Roppongi, Minato-ku, Tokyo 106-6131,
Member, NYSE and NASD London, E14 5LE, United Kingdom Japan
Regulated by FSA Regulated by FSA
Taipei Seoul Hong Kong
Lehman Brothers Securities Taiwan Limited Lehman Brothers International (Europe) Seoul Lehman Brothers Asia Limited - Hong Kong
(LBSTL, Taiwan) Branch (LBIE, Seoul) (LBAL, Hong Kong)
Cathay Financial Center 12F Hanwha Building, 12th Floor Two International Finance Centre
7 Sungren Road - Shin-Yi District 110, Sokong-dong Chung-Ku 8 Finance Street, 26th Floor
Taipei, Taiwan Seoul 100-755, Korea Central, Hong Kong
Regulated by FSC Regulated by SFC
Mumbai Mumbai Sydney
Lehman Brothers inc., India Branch L.ehman Brothers Securities Private Limited Lehman Brothers Australia Securities Pty Ltd
(LB, India) (LBSPL, India) (LBASPL, Sydney)
Winchester, Off High Street, 8" Floor Ceejay House, 11th Level, Plot F, Level 33, 264 George Street
Hiranandani Business Park, Shivsagar Estate, Dr. Annie Besant Road, Sydney NSW 2000, Australia
Powai, Mumbai 400 076, India Worli, Mumbai 400018 Regulated by ASIC
Regulated by SEBI

This material has been prepared and/or issued by Lehman Brothers Inc., member SIPC, and/or one of its affiliates (“LLehman Brothers”) and has been
approved by Lehman Brothers International (Europe), authorized and regulated by the Financial Services Authority, in connection with its distribution in
the European Economic Area. This material is distributed in Japan by Lehman Brothers Japan Inc., and in Hong Kong by Lehman Brothers Asia Limited
This material is distributed in Australia by Lehman Brothers Australia Pty Limited, and in Singapore by Lehman Brothers Singapore Pte Ltd. Where this
material is distributed by Lehman Brothers Singapore Pte Ltd, please note that it is intended for general circulation only and the recommendations
contained herein does not take into account the specific investment objectives, financial situation or particular needs of any particular person. An investor
should consult his Lehman Brothers’ representative regarding the suitability of the product and take into account his specific investment objectives,
financial situation or particular needs before he makes a commitment to purchase the investment product. This material is distributed in Korea by
Lehman Brothers International (Europe) Seoul Branch. This document is for information purposes only and it should not be regarded as an offer to sell or
as a solicitation of an offer to buy the securities or other instruments mentioned in it. No part of this document may be reproduced in any manner without
the written permission of Lehman Brothers. With the exception of disclosures relating to Lehman Brothers, this research report is based on current public
information that Lehman Brothers considers reliable, but we make no representation that it is accurate or complete, and it should not be relied on as
such. In the case of any disclosure to the effect that Lehman Brothers Inc. or its affiliates beneficially own 1% or more of any class of common equity
securities of the subject company, the computation of beneficial ownership of securities is based upon the methodology used to compute ownership
under Section 13(d) of the United States’ Securities Exchange Act of 1934. In the case of any disclosure to the effect that Lehman Brothers Inc. and/or
its affiliates hold a short position of at least 1% of the outstanding share capital of a particular company, such disclosure relates solely to the ordinary
share capital of the company. Accordingly, while such calculation represents Lehman Brothers' holdings net of any long position in the ordinary share
capital of the company, such calculation excludes any rights or obligations that Lehman Brothers may otherwise have, or which may accrue in the future,
with respect to such ordinary share capital. Similarly such calculation does not include any shares held or owned by Lehman Brothers where such
shares are held under a wider agreement or arrangement (be it with a client or a counterparty) concerning the shares of such company (e.g. prime
broking and/or stock lending activity). Any such disclosure represents the position of Lehman Brothers as of the last business day of the calendar month
preceding the date of this report. This material is provided with the understanding that Lehman Brothers is not acting in a fiduciary capacity. Opinions
expressed herein reflect the opinion of Lehman Brothers and are subject to change without notice. The products mentioned in this document may not be
eligible for sale in some states or countries, and they may not be suitable for all types of investors. If an investor has any doubts about product suitability,
he should consult his Lehman Brothers representative. The value of and the income produced by products may fluctuate, so that an investor may get
back less than he invested. Value and income may be adversely affected by exchange rates, interest rates, or other factors. Past performance is not
necessarily indicative of future results. If a product is income producing, part of the capital invested may be used to pay that income. © 2008 Lehman
Brothers. All rights reserved. Additional information is available on request. Please contact a Lehman Brothers entity in your home jurisdiction.

Lehman Brothers policy for managing confiicts of interest in connection with investment research is available at
www.lehman.com/researchconflictspolicy. Ratings, earnings per share forecasts and price targets contained in the Firm's equity research reports
covering U.S. companies are available at www.lehman.com/disclosures.

Complete disclosure information on companies covered by Lehman Brothers Equity Research Is available at www.lehman.com/disclosures.
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Landsbanki I Kepler +49 69 7569 6295

Reuters EONG.DE / Bloomberg EOA GY Index: FTSE Euro First 300

8 January 2008 B GERMANY ‘ _UTILITIES

Hard as a rock Targetice | cumentrice
E.ON is one of the most solid group's in the industry, combining a UR170.00 | EUR15097
relatively young and diversified asset base with a broad e 2
geographical presence in Europe. The EUR145 target we set with
Power age (16 July 2007) is reached (+40% in 2007). Sticking with
our Power age philosophy, but speeding it up, yields EUR170.

v - |- Free Float

Year Sales EBIT EBIT Net EPS PIE PICF EV/ EV/ Ev/ Div. YTD Abs, Peif. 60
End Margin Profit Sales EBITDA EBIT Yield Shares Ousmnding (m) 6410
Dec.31  (EURm)  (EURm) (%)  (EURm)  (EUR) ) : :
5 S g g s : i g : ‘ e e Daiy Trade Vol. [sh 000} 3,337
2006 65,753 7193 109 5057 BT Tddd 9.0 086 6.1 88 3.6
2008 65462 7783 119 5820 924 162 88 119 72 100 32 S
2008E 67,783 8052 119 5220 814 195 11 144 8.8 121 g6 Enwmprise Value [EURM) 77,859
ZOOSE ’7’Q.257 ’8.7’43 ) 1’2‘4’ ) ’5”,’70’2 ’8’90 ‘17‘8 ,195, ) ’1:35 » Bp 108 35 NetDebt{LURm) 5,099
2010F 73,391 8,813 134 6,31 985 183 9.8 1.28 7.2 86 3.9
Source: Landsbanki Kepler
2007 rock
E.ON returned more than 40% in 2007 - leaving RWE behind for the first time in years, as
we had projected (both stocks have almost precisely met the targets we had set for the
year). And the reason for it lies in E.ON's asset base, as market fundamentals are the same
for both. While RWE has a far greater price exposure than E.ON, it also has a greater cost
exposure (fuel, CO2, replacement) due to a dirtier and older asset base. While early in the
cycle the price effects prevails (having favoured RWE over 2003-06), the cost effects
become heavier fater in the cycle. CO2 politics (free allocations) fall and the mere passing of
time increases the NPV of future replacement costs - the other side of the currency coin.
And these are significantly more near-term with RWE than with E.ON.
2008 rock
We stick with our Power age philosophy (EUR70/MWh long-run achievable prices in
baseload in Europe; see Power age, 16 July 2007), but feel comfortable in speeding up the £ Ot P Eurob st
point at which it realised in company ARPUs (from 2011 vs. 2015 before for Central e £ ON
European generators). T Bt o
Ly
Mo Pv 011D
A
EUR170 rock o R
For E.ON that means a new target of EUR170, having taken lower grid fees (another cut of - Lo (ﬂf' IJ .
10% in distribution, and -8% in transmission from 2008 assumed by us), lower CO2 tﬂ'\v}' W
allocations and higher windfall taxes in the Nordic region into account. {w\ jm,/ IM,W)"
100 W‘\ 0 070

Jan07  Apr 07 Juio7  Octd7  Janos
Source: Lardstanki Kepler

This report is subject to important disclosures and discidimers whith can be found at the end of this report and which form an istegral part of it

Landsbanki Research Group: Landsbanki Kepler:Continental Europe Landsbanki: fceland and Scandinavia Merrion Landsbanki: Ireland Landsbanki Securities: UK

AMSTERDAM '+ CORK s DUBLIN ¢ EDINBURGH » FRANKFURT « GENEVA « HELSINKI » LONDON o MADRID * MILAN s NEW K s PARIS » REYKJAVIK » 2URICH




E Landsbanki | Kepler

EON

Key financials

Company Profile

Sales Split - Geographical and Divisional

One of Europe’s largest utifities No.2 in Central Europe {ex France}. No 2 in the UK and No 4 in the
Nordic market Integrated powerfgas forus Target markets also infcude Eastern Europe and. selectively
so. Russia Strongest financial muscle in the sector

St buoge

oo

LR

Q e G

Top Sharcholders Events Calendar e o uw
free float 100 0% FY 08 Mar 08 CRN .
Dividend 02 May 0B Han n
| 14 May OB o .
i} 13 Aug 08 .
LR o
n 12 Nov DB
Income {EURm), Dec. 31 2006 2007E 200BE 2008E Balance Sheet {EURm}, Dec, 31 2006 2007E 2008E 20098
Sales 65,759 65,462 67,763 70,257 Cash and equivaients 6.189 8.731 B.731 8731
Operating income and expenses -55,363 -54.627 -56.613 -58.369 Account recelvables 9.756 8712 10.053 104423
EBITDA adjusted 10,396 10,835 11,150 11,888 Qther current assets 15.142 12936 12,481 12889
Depreciation & amortisation ~3.203 -3.052 -3.098 -3.144 Current assets 31,087 31,378 31,286 32,043
EBIT adjusted 7,193 7,783 B052 8,743
Associates 957 1.031 1.047 1082 Goodwill 15320 16,008 15,008 15008
EBIT declared 8,150 8,814 9,093 9,806 Other intangible assets 3.894 3980 3.990 1890
Met financial income ~1.081 -925 -925 -925 Property. plant 8 equipment 42,484 43.838 44.392 44.392
Non-pperating income -1.936 1.026 4] 0 Financial assets 31.080 28603 29.603 29.603
PBY 5133 8915 8.174 8,880 Other fixed assets 3710 3924 3.924 3924
{ncome taxes 323 -2.195 -2.138 ~2.345 Fixed assets 96,488 86,363 96,917 96,917
Tax rate (%) -G 3% 24 6% 26 2% 26 4%
Minorities 526 800 816 a32 Short-term debt 3.443 6763 6.763 6.763
Discantinued operations 127 0 0 0 Accounts payable 5,305 5281 §.467 5668
Reported net earnings 5,057 5920 5,220 6,702 Other current liabilities 20.635 16,263 15.637 15,664
Adjustments -470 -1.026 0 o Current [iabliities 29,383 28,307 27,766 28,085
Adj net earnings {group) 4,587 4,894 5,220 5,702
Long~term debt 10.029 8472 5646 1932
Cash-Flow S {EURm) 2006 2007E 2008E 2009t Pension provisions 3.962 2.38% 2.433 2481
Other long-term Habifities 32,956 33316 33.852 34412
Adj net carnings 4587 4.894 5.220 5,702 Long-term labilities 48,947 44,173 41,930 38,825
D&A 3203 3.082 3098 KRLT
Change in WC o 0 0 0 Shareholders equity 48,712 52423 55.239 58377
Other adjustments -596 984 816 832 Minority interest 2533 2839 3.247 3663
Operating cash flow 7,194 8,930 9,133 9,679 Total sharcholders equity 51,245 55,262 58,486 62,040
Capex -4.083 -3.052 -3.651 -3.144
Free cash flow 3,111 5,878 5,482 6,535 Net debt 5806 5,099 2273 -1,441
Totat net debt 27,157 24,908 22,392 18,994
Disposals 3954 745 0 0 Net working capital 8,650 8,743 8,050 9,383
Financial investments -1.078 -651 0 0 Capital employed 66,454 67,589 68,450 68,783
Dividends -4.856 -2.456 -2.656 -2.821 Total assets 127,575 127.742 128,182 128,860
Share buy-backs 0 0 0 [}
Equity issued 0 0 0 0
Others -6.937 -B.615 -5.099 -2.273
Net debt change 5,806 5,088 2.273 -1,441
Ratios 2008 2007E 2008E 2008E Per Share (EUR) 2006 2007E 2008E 2008E
Safes growth {%} 17 1% -0 5% 3 5% 3 7% EPS adjusted 663 727 775 847
EBITDA growth (%) 116% 4 280 280 6 6%y €PS reported 767 924 814 B840
EBIT growth () 12 20% 8 2% 3 5% B 6% CFPS 1040 1326 1356 1437
Adj. net carnings growth (%) 14 5% 6.78% 6 6% 9 3% BVPS 7038 7785 82.03 8689
EBITDA margin (W} 158% 16 6% 6 B9 16 St OPS 335 375 400 634
EBIT margin (%) 10 9% 11 9% 11.8% 124%
Adj. net earnings margin (i) 7 0% 7 5% 7 7% 8 1% Year-end nb of sharestm) 6596 6410 6410 6410
Av diluted nb of shares(m) 6920 6734 6734 6734
Net debt [ equity (%) 13 3% 920 39% -2 3%
Total net debt [ equity {59) 53 0% 4519 38 3% 30 6% Valuation 2006 2007 2008E 2008E
ROE (¢} 9 4% 9 3% 9 .4% 9 8% PE 141 162 195 178
ROCE faz) 11 2% 11 6% 11.8% 12 7% PfBY 13 15 18 17
Equity / total assets (%) 40 2% 43.3% 45 60% 48 1% PICF 80 89 1 105
et WC { sales (5o} 13 2% 13 4% 13 4% 13 40 Dividend yield 3 6% 328 2.8% 350%
FCF yield 4 8t 7 4o 5 dun 6 4tk
Operating CF /sales (o) 10 9% 13.6% 13 6% 13 8%
Capex | sales (¢} © 20 4 70 § 40 4 5% EV/Sales 086 119 144 135
FCF [ sales (06) 4 7% 908 810 9 3% EV/EBITDA 61 72 a8 80
Capex | DRA (00) 127 5% 100.0% 117 8% 100 0% EV/EBIT 88 100 121 108
Dividend pay out [9) 50 5% S1.6% 51 6% 63 D% EV/Capital employed 085 115 143 138

Source: Landsbanki| Kepler

This report is subject to important disclosures and disclaimers which can be found at the end of this report and which form an integral part of it
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Why the stock is a Buy

We have been bulls on E.ON since 2003, and all along the pricing rally. Having lagged {and
seen so by us) RWE in the first phases of a decade-long structural shift in Europe’s power
market, we have seen E.ON taking the lead as of 2007 due to its younger and cleaner asset
base (see our Power age report). E.ON did take the lead and we expect it not to give it away
to RWE again.

We stick with our Power age philosophy (at least EUR70/MWh market prices sustainable
long-run), but feel comfortable in drawing the point of its realisation nearer to 2011 from
2015 before. Seeing EUR70/MWh in company ARPUs requires market prices to reach our
EUR70/MWh projection by the end of 2009 latest, as forward selling tends to delay the
realisation of market prices by 1-2 years.

Our new forecast for E.ON's key ARPU in generation Centra! Europe is shown below. We also
assume load shaping along these production volumes (playing volatility with the baseload
and peakload segments) to be good enough for an additional euro.

E.ON Central Europe: ARPU by category (EUR/MWh), 2007-20E

2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E

Generation ARPU before load shaping

Load shaping

Total generation ARPU!

Yoy

4700 5500 60.00 6500 7000 7105 7212 7320 7430 7541 7654 7769 7885 8004

1.00 100 1.00 1.00 1.00 1.00 1.00 1.00 100 100 1.00 1.00 100 1.00

4800 5600 6100 6600 7100 7205 7312 7420 7530 7641 7754 7869 7985 8104
26.3% 16.7% 8.9% 820 7.6% 1.5% 1.5% 1.5% 15% 15% 1.5% 16% 1.5%  1.5%

Source: Landsbanki Kepler

For more detail please see Furopean Utilities: built for speed, 8 January 2008, published in
parallel to this report.

This report is subjeet to important disclosures and disclaimers which can be found at the end of this report and which form an integrat part of it
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Valuation

Running all our divisional DCFs over the full running century, we ensure that we cover any
arising replacement requirements, which are not just fictitious chatter for why market
prices are rising, but obviously an individual company requirement that needs to be
accounted for.

In E.ON's case, the replacement requirement distribution follows a bell-shaped curve over
time, leaving it relatively well diversified during the cycle, and in a solid position to be a
sustained beneficiary of higher prices.

E.ON Central Europe: Lifetime replacement requirements (EURm), 2008-2100
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Source: Landsbanki Kepler

E.ON UK: Lifetime replacement requirements (EURm), 2008-2100
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Catalysts and news flow

We expect Central European (EEX) power price to continue to rise from the EURGO/MWh
levels currently to at least EUR70/MWh by end-2009. And rising prices are the clearest
catalyst if the asset base (age, quality) poses no problems. The latter is not the case with
E.ON.

Apart from that M&A activity could be a catalyst, but that will depend on the prevailing
mood in the market. This sector has seen times with investors being overly risk-averse
towards investment, and times, like the more recent ones, with investors being too excited
about deals, in our view. We usually take a clinical stance toward planned investments as
simply put there is rarely a free lunch available in the market. With E:ON, we continue to
see its strength with existing, rather than with planned acquired assets.

Risks to our rating

Germany has a new cartel law, which moved powers from the sector to the cartel office as
of the start of the year, the latter leaving no doubt it is willing to explore its new powers,
which include the prohibition (reversal) of higher prices. We see no basis for the cartel
office to cut EON's (or others') prices, but that does not necessarily mean it shares that
opinion {in fact, it appears that it doesn't). And even though we would expect any lawsuit
to finally be lost by the office, the damage would prevail first, as any price cut would
remain effective until a court decides otherwise.

The regulator is likely to again cut grids fees and we have assumed a cut of 8% for
transmission grids and 10% for distribution grids.

The union's have demanded a rate increase and we see little argument for E:ON to avoid a
triple-digit euro million amount this year.

Our NAP i (beyond 2012} assumptions are tough with zero allocation for generators, but
we find no other assumption consistent with our assumption that the full opportunity cost
of CO2 is found in wholesale prices. The latter is fundamentally and logically correct; any
higher than zero allocation then is - at least theoretically - inconsistent. The EC already
made clear it would cut {again) heavily allocations to the sector post 2012. Whether they
prove consistent as theory demands remains to be seen. Any higher-than-zero allocation
would add to our valuation of E.ON (all details see Power age, 16 July 2007).

Finally, we have also accounted for higher windfall taxes in the Nordic region in 2008
(EUR30m).
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Disclosures

Disclosure checklist - Potential conflict of interests

Stock 1SIN Disclosure (See Below) Currency Price
EON DECO07614406 nothing to disclose EUR 1477
RWE Ord DEOOD7037129 nothing to disciose EUR 975
RWE Pref. DED007037145 nothing to disclose EUR 81.7
Source: Factset closing prices of 04/01/2008

Key:

1 Landsbanki Islands hf (Landsbanki) or its affiliate{s)* hold or own or control 5% or more of the issued share capital of this company 2 The company holds or owns or controls 5% or more of the issued share capital of

tandsbanki or its affiliate(s)* 3 Landsbanki or its affiliate(s}* are ar may be regularly daing proprietary trading in equity securities of this company. 4. Landsbanki or its affiliate{s)* have been lead manager or co-lead manager in
a public offering of the issuer's financial instruments during the last twelve months. 5. Landsbanki or its affifiate(s)* are a market maker in the issuer’s financial instruments 6 Landsbanki or its affiliate{s)* are a liquidity
provider in relation to price stabilisation activities for the issuer to provide liquidity in such instruments. 7 Landsbanki or its affiliate{s)* act as a corporate broker or a sponsor or a sponsor specialist (in accordance with the local
regulations) to this company B Landsbanki or its affiliate(s)* and the issuer have agreed that Landsbanki or its affiliate{s)* will produce and disseminate investment research on the said issuer as a service to the issuer 9
Landsbanki or its affiliate(s)* have received compensation from this company for the provision of investment banking ar financial advisory services within the previous twelve months. 10. Landsbanki or its affiliate{s)* may expect
to receive or intend to seek compensation for investment banking services from this company in the next three months. 11. The author of, or an individual who assisted in the preparation of, this report {or a member of histher
househald}, or a person who zlthough not involved in the preparation of the report had or could reasonably be expected to have access to the substance of the report prior to its dissemination has a direct ownership positian in
securities issued by this company 12 An employee of Landsbanki ar its affiliate(s})* serves on the board of directors of this company

*: affiliates: Landsbanki Kepler, Landsbanki Securities {(UK) Limited, Merrion Stockbrokers Limited.

Rating History:

Landsbanki-Kepler's has not changed its rating on E ON in the past 12 months

We have not disclosed the recommendation to the issuer before its di ination and the r d has not been ded foll this disclosure.

Rating ratio Landsbanki Kepler Q3 2007 Rating ratio Merrion Stockbrokers Limited Q3 2007

Rating breakdown A 8 Rating breakdown A B
Buy 61.3% 0.0% Buy 42 4% 0.0%
Hold 9 8% 0.0% Hold 57.6% 0.0%
Reduce 20.7% 0.0% Reduce 0.0% 0.0%
Not Rated/Under Review/Accept Offer 8.2% 0.0% Not Rated/Under Review/Accept Offer 0.0% 0.0%
Total 100.0% 0.0% Total 100.0% 0.0%
Source: Landsbianki Kegler Source: Merrion Stockbrokers Limited

A: 0% of ali research recommendations. A% of all research recommendations

8: % of issuers to which Investment Banking Services are supplied B: % of issuers to which Investment Banking Services are supplied

Rating ratio Landsbanki Islands hf. Q3 2007 Rating ratio Landsbanki Securities (UK) Limited Q3 2007

Rating breakdown A B Rating breakdown A B
Buy 10.0% 8.0% Buy 59.3% 65.8%
Hold 38.0% 21.0% Hold 29 5% 28.9%
Reduce 27 0% 36 0% Reduce 8.3% 0.0%
Not Rated/Under Review/Accept Offer 25.0% 35.0% Not Rated/Under Review/Accept Offer 2.9% 53%
Total 100.0% 100.0% Total 100.0% 100.0%
Saurce: Landsbanki Islands hf Source: Landsbanki Securities {UK} Limited

A: % of all research recommendations A: % of all research recommendations

B: %% of issuers to which Investment Banking Services are supplied B: % of issuers to which Investment Banking Services are supplicd

From May 9th 2008, Landsbanki Kepler, Landsbanki Securities (UK) Limited, Merrion Stockbrokers Limited and Landsbanki islands hf 's rating system consists of three recommendations: Buy, Hold and Reduce For a Buy rating,
the minimum expected upside is 10% in absolute terms over 12 manths. For a Hold rating the expected upside is below 10% in absolute terms A Reduce rating is applied when there is expected downside on the stock. Target
prices are set on alt stocks under coverage, based on a3 12-month view Equity ratings and valuations are issued in absolute terms, not refative to any given benchmark. Landsbanki Kepler, Landsbanki Securities (UK} Limited,
Merrion Stockbrokers Limited and Landsbanki Islands hf's strategy teams' sector allocations rate each sector Overweight, Underweight or Neutral
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